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The National Budget* 


By Harvey S. CHASE 


The Annual Report on the Finances by the secretary of the 
treasury was issued to congress three days ago. In this report 
the “estimates” of revenue and of expenditure for the coming 
fiscal year, which begins July Ist next, amount to very large 
sums. The estimates for appropriations of all kinds including 
the postal service, the Panama canal, the sinking fund, the rec- 
lamation fund, the Indian and other trust funds, etc., amount 
to $1,108,681,777. These are the figures we see quoted in the 
newspaper headlines. They are, however, seriously misleading 
unless careful attention is given to them—as has been given 
in the secretary’s annual report. 

In the first place this total includes “the provisions for the 
sinking fund’’—$60,717,000.} This provision is based on re- 
quirements of law that one per cent of the public debt shall be laid 
aside each year as a “sinking fund” to retire the debt. There- 
fore, duly each year sixty millions or more in figures are entered 
in the big account-books of the nation, as an increase of the 
“sinking fund,” but at the same time a corresponding entry. is 
made on the other side of the ledger exactly equalizing it. No 
money, or securities, or assets of any tangible nature are ever 
set aside in a true “fund.” In other words the entry is solely a 
“bookkeeping” one, without corresponding value in fact. The 

* Extracts from an address delivered December 6, 1913. 

+ This amount includes not only one per cent ($11,691,277 for 1913) of the 
outstanding debt, but also an allowance for interest ($48,956,520 for 1913) on the 
grand total of all redemptions prior to 1913. With these additions the “sinking 
fund balance” at the close of the last fiscal year, June 30, 1913, had reached the 


astonishing total of $869,885,041, which is, as stated above, wholly illusory and 
fictitious. 
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amount really has no place in these estimates, if we wish to 
know what the actual expenditures of the government are likely 
to be. 

Deducting this “sinking fund” amount, the total remaining 
estimates stand at $1,047,964,777. This remainder includes the 
Panama canal estimates, which amount to $26,326,985 and which 
may be paid from bonds if found advisable to do so. They are 
extraordinary in character, are “capital outlays” and should be 
deducted also, as is done on page 27 of the secretary’s report. 
The postal service expenditure, $306,953,117, is included in the 
above total, also the reclamation fund and many trust or spe- 
cial accounts which are provided for from special revenues. 
Many of these trust funds are highly intricate and complicated 
accounts and it has been the custom of the government for 
many years to handle them, not as “trusts,” but as ordinary 
revenues and expenditures, meanwhile keeping accurate book- 
account of each trust, but not attempting to separate the money 
or securities belonging to each. This has appeared to be the 
only practicable way to handle these accounts heretofore, al- 
though it has long been acknowledged that the custom was open 
to serious objection, particularly when it is desired to set forth 
a correct budgetary statement of the government’s finances as 
a whole. It is at present impracticable to separate these trust 
moneys from the actual revenues of the government itself and 
therefore an absolutely true picture of the national budget can- 
not yet be drawn. 

We can approximate it, however, within reasonable limits. 
Deducting, now, the Panama canal and the postal service esti- 
mates, the remainder of the proposed expenditures for 1914-15 
stands at $714,684,675. From this sum the secretary’s report 
deducts $12,684,675 more, for the stated reason that a consider- 
able part of the estimates for “public works” will not be ex- 
pended during the year but will be expended in later years. No 
mention is made, however, of similar public works of previous 
years which may be continued this year and, if so, must be paid 
out of this year’s revenue. 

This fault, if it be a fault, is a matter of no material signifi- 
cance because the estimates, both of revenue and of expenditure, 
as now made, will be very considerably altered in the next annual 
report—if experience is a guide—and the final actualities of any 
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fiscal year will be found quite different from the estimates which 
have been made in previous years in prophecy of the year under 
consideration. 

I have prepared some figures on previous years for compari- 
son with 1914-15 and find the following interesting results: 
Taking the fiscal year which ended June 30, 1913—the subject 
of the secretary’s present report—lI find that the actual revenue 
(ordinary) is given as $724,111,000, round figures; while the 
estimate of this revenue made by the treasury in 1912 (for 1913) 
was $711,000,000; and the estimate of this same revenue made 
the year before, in 1911 (for 1913), was $667,000,000. The 
first (actual) is greater than the second by about two per cent, 
while the first (actual) is greater than the third by about eight 
and a half per cent, or fifty-seven millions of dollars, which 
represents the increase of actual revenue collected in 1912-13 
over the estimate of that revenue made in 1910-11. 

I have also compared the fiscal year 1911-12 on the same 
basis. The actual revenue was $691,778,000, round figures. The 
estimate of it in 1911 was $666,000,000, and the estimate of it 
in 1910 was $680,000,000—again a difference of four per cent, 
and one and two-thirds per cent, respectively. These results, 
you see, are pretty good guesses on the whole and the chief 
guesser in one of the divisions of the treasury department de- 
serves much credit. How he will come out next year, when the 
tremendous changes in revenue—caused by the new tariff, the 
new corporation tax and the new income tax—are all at work, 
remains to be disclosed. 

So much for the estimates on the revenue side of the “bud- 
get.” Now, for the other side—the expenditures. We have 
seen that the total ordinary expenditures—which include capital 
outlays of probably $175,000,000 or more for lands, buildings, 
equipments, stores, etc.—are estimated at about $715,000,000 
for 1914-15, while the ordinary revenues are estimated at $728,- 
000,000, subject to variation of from two to eight per cent, ac- 
cording to recent years’ experience. 

I have compared the actual expenditure for 1913 (June 30th) 
with the estimates of that expenditure made in 1912 and in 1911 
and they differ by twelve millions and forty-five millions re- 
spectively. For the fiscal year 1912 the expenditure estimates 
differed from the actual by less than one million and by twenty- 
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four millions respectively, which are small percentages of the 
grand total. 

For the current fiscal year—ending June 30, 1914—the esti- 
mates made in 1912 and in 1913 vary widely. The revenue esti- 
mate made last calendar year (1912) for this fiscal year (1914) 
wzs $710,000,000; while the estimate for the same made this 
year (1913) is $736,000,000, a difference of twenty-six millions. 
On the expenditure side, the estimate of 1914 made in 1912 was 
$732,556,000, while as made in 1913 it is $701,900,000. These 
differences when added together make a total difference of 
about fifty-five million dollars in the results of the fiscal trans- 
actions as estimated, and they change an expected deficit of 
$22,556,000, for 1914 (made in 1912), into an expected surplus 
of $34,100,000 for 1914, as made now. All of which goes to 
show how difficult it is to calculate or guess correctly concerning 
the revenues and the expenditures of such huge governmental 
machinery as our nation now comprises. 


FINANCES AT THE BEGINNING OF THE NATION, 1789 


Few statements are more surprising, indeed bewildering, 
than those drawn from comparisons of national financial trans- 
actions at the beginning of our government in 1789, with the 
present figures in this recent report of Secretary McAdoo. The 
earliest budgetary statement of our government was submitted 
by Alexander Hamilton, the first secretary of the treasury, on 
January 9, 1790, in a report to the house of representatives, en- 
titled A Report on Public Credit. This report included a General 
Estimate for the Services of the Current Year, as follows: 


First Bupcet STATEMENT 


Estimate of Expenditure: 


ET oe Coen ne Se sw «3,5 ain ns 5 bani eee $254,892.73 
War Gepartment ..... 2. rcscccccccscccvcccccccesscceecececes 155,537-72 
ND dp) cds nen cw a ndea au Winn os cpeebin gs mame eaes 96,979.72 

BE eS nsek ceeded seh ceekseNGEbaess vedetdsannendaapeene ened $507,410.17 


“Provisions for the foreign department and other arrange- 
NET «vg caus ansa sviue seed n ERGaL 2 can ke DA we bed Eee 600,000.00 


Included in the “civil list” above are the “requirements for 
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the treasury department’”—$25,900; of which the secretary’s 
salary is stated as $3,500, and that of the “assistant of the secre- 
tary,” $1,500. 


THE SECOND BupcEt STATEMENT 


On January 2, 1795, Secretary Hamilton submitted a report 
to the house entitled “Public Credit, No. 2,” and in this he gives 
a Comparative View of Annual Credit, Revenue and Expendi- 
ture based on the actual receipts for the year 1793, together 
with estimated additional revenues for 1795, viz.: 


“CURRENT REVENUE” 


“Tes Sanne SHUN” ois. véknedsnaces vvccevecedananna $4,602,673.83 
“Temporary revenue” (special duties, etc.) ...............:- 1,859,626.91 
WE no. 0.0-v06ccdsivcdsctaebadenveseneneee $6,552,300.74 


“CURRENT EXPENDITURE” 


Interest on foreign and domestic debts ...................4. $3,143,743.18 
Expenses of civil department ..................eeeeeeeeee 475,249.53 
Expenses of military department ....................000005 1,311,975.29 
FOROE: jus cnc eel aden taads iced sadaes eS 85,357.04 
Expenses of naval department ...............0.0e ce eeee eee 441,508.80 
Erpemees oF Tees BOE. 5 os. oso ive ccdcnccvacttcvbesunen 24,000.00 

ON sa cins. 62x45: 05s od cle bude os dbo dnd oe $5,481 ,843.84 
Excess of revenue beyond expenditure .................. . . .$1,070,456.90 


This excess he proposed to use: 


er Ce UR iis ns ckn dis arhleendsss sae sedans aennaben 608,134.64 
For yearly installments on foreign loans ................... 200,000.00 
For increased interest and arrears ...............seeeeeeees 120,130.12 
WN i od. x vtcinadanedeteeesss sale $ 928,264.76 
Leaving a net excess of revenue .............0..eee eee $ 142,192.14 


THE Tuirp Bupcet STATEMENT 


This was prepared by Albert Gallatin, secretary of the treas- 
ury, under an act approved May 10, 1800. The requirements of 
this act have continued to this day, and the treasury’s Annual 
Report on the Finances has followed the original form laid down 
by Gallatin in 1801. His estimates of revenue and of expendi- 
ture for the fiscal year (1802) were as follows: 
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“REPORT ON THE FINANCES” 
Dated December 18, 1801, 


By Albert Gallatin, Secretary of the Treasury. 


ESTIMATES FOR 1802 


Current Revenue 


BED oc ncdeecesnrceresestsnaneseesevscenesecteresnanents $ 9,500,000.00 
EE Oy a, ee ree eo geo 650,000.00 
weeneeee OF eles Of peblic tamds .... .... ..nc ccc ccc dcccacns 400,000.00 
cs: 5 5.5 din Glog uk G9 0 am, « 9-cn' scene din sd we eae 50,000.00 

$10,600,000.00 
OPT ROT ET TEETER ME a? 3,000,000.00 

$1 3,600,000.00 


Current Expenditure 


Estimates for appropriations (other than debt), viz.: 


ER RE CEL OR EE ee $ 780,000.00 
Intercourse with foreign nations .......... 200,000.00 
NE OR eer 1,420,000.00 
NE aie cree ckntaevaenatuahee I,100,000.00 
RE rE See Pek iy er $ 3,500,000.00 
Demands of treaties with Great Britain and France ....... 3,000,000.00 


Excess of revenue “available for payment of interest and 


NN CD Mores cen Se akbinak oe weieiee ha _.+++$ 7,100,000.00 
Savings of expenses by effected reductions from war prices. 200,000.00 

Total available for debt purposes ............cccccceees $ 7,300,000.00 
Interest and annual payments on Holland debt, etc., as 

I ated. ce 44. 0h a br Oe an SLA Sin ed na $ 7,100,000.00 


“ 


Final surplus (if “savings” are correct) ................ $ 200,000.00 
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Comparison of Appropriations of 1790 with those of 1914-15 


APPROPRIATIONS 
1790 1914-15 
Repeats tet GOS finch hbk dvcenessaseacel $1,413,043.23 $ 22,900,000.00 
Metres. OF GOR: oaiskc cic cca dbnsrvncsnen 1,453,549.15 (1) 
IIL.” |: 5.5 aah: 6.5 irp wma see tare 96,979.72 169,150,000.00 
RE Sot rie oi'e sede ae eee eee 194,744.72 105,937,544-20 
Naval ...... epee evecscestoccnoneceeeces 2 139,831,953-53 
Ce. DIN ooo cccccccanesvenes 203,167.28 (3)  6,814,772.75 
SEE. cad vs d60exindddes coxeieat (4)  20,035,518.20 
SE, ok 0k 90.9 Kk ntews Hensal ota 1,242,110.00 
“Civil List’’ 234,091.86 

PAD: 6.5 sks cen si Bip nseeee 19,061,332.00 
Labrary and garden ........J csccceces (5) 718,558.75 
DEMONS SRPORE ooioc cic censsiescecsosases 80,000.00 (6)  4,447,042.66 
ND x. 5s ne dunnes oe seepneenee 20,000.00 (7) 17,608,865.06 
RON NS icon n dncddsrcunnsesceuesiae (8) (9) 69,955,107.53 
“Permanent annual,’ other than Indians, 

sinking fund and interest ............ (10) 40,179,407.00 
P| RR Caer rr. o> 49,252.52 1,699,530.00 
sic Seine ss Sean ye adcanuo bere 21,850.00 1,709,720.00 
PE. nc snicecthetessauenaoere 78,485.20 (11) 84,393,213.28 

WOE biissd sic Strasse $3,845,532.68 (12)$714,684,675.02 


(1) “Sinking fund” omitted, as it is merely a book account 
of no actual value. 

(2) “Naval” of 1789 was included in “military.” 

(3) Legislative, 1915, exclusive of Congressional Library 
and Botanic Garden. 

(4) Omitting “census” and portion of “lighthouses” (be- 
low). 

(5) Usually included with legislative as they are under 
control of congress. 

(6) “Foreign intercourse.” 

(7) Including “Indian trust funds, 
etc. 

(8) Included in “civil list” and in “military.” 

(9) Excluding “lighthouses,” given below. 

(10) Excluding “Indian trust funds,” etc.; also sinking fund 
and interest. 

(11) Includes much which should be included in “civil list,” 
military, etc., above. 

(12) Excluding Panama canal, postal service and sinking 
fund. 


” “eé 


proceeds of labor,” 
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The totals are startling in their differences; 1790 being only 
a little over one-half of one per cent of the total for 1914-15. 


Comparison of 1802 with 1915 


Ordinary estimates of expenditure by Albert Gallatin for 


I ts raster ee ngtntnns brad pi ach wan aca ae $ 3,584,147.18 
Estimates for interest and debt payments ................. 7,100,000.00 
Special expenditure in fulfilling treaties ................. 3,000,000.00 

I ho ie ee dad oa a at hal $ 13,684,147.18 
Total for 1914-15, as exhibited above .................... $714,684,675.02 


A REAL “BupbceEtT” 


The United States government has never had a real bud- 
getary statement of its prospective expenditures and revenues 
in detail. It has had rough estimates of its revenues and very 
detailed estimates of its expenditures, but these have never been 
presented to congress by the secretary of the treasury or by the 
president in the form of a true budget. The reasons for this 
are many and complicated, one important reason being that our 
revenue laws heretofore have looked to the “protection” of manu- 
facturing and industry rather than to revenue requirements 
solely. Now that our tariff laws have been reduced and we 
have embarked upon the troubled sea of direct income taxa- 
tion, the necessity for true budget procedure will become more 
and more emphatic with each year. 

It is time, therefore, to get a clear understanding of what 
“budget procedure” is and to comprehend how it must be ap- 
plied in our government’s finances. To make these difficult mat- 
ters as plain as I am able to make them, I refer to the estimates 
for the current year, which ends June 3oth next. 

Please note the total of estimates is $1,110,000,000 in round 
figures. You should recognize the contrast between the amounts 
under the appropriation bills and the same totals analyzed dif- 
ferently (see page 94). Note the contrast between “military 
functions” $452,000,000 (including naval and pensions) and 
“civil functions” (omitting postal service )—about $207,000,000. 

This contrast—“military” about two and a quarter times as 
much as “civil’”—is sufficiently surprising, but there are still 
other factors. We may consider that the expenditures under 
the head of “general functions” apply to both civil and military 


g2 


The National Budget 


and that they correspond to “overhead” or “general management 
expense and fixed charges” in a business enterprise. A con- 
siderable part of these “general function” expenses is due to 
public debts contracted for military and naval requirements 
heretofore, so that the true charge to “military,” as against 
“civil,” should be increased by thirteen millions for interest and 
by thirty-seven millions or more for real sinking funds, sup- 
posing that the debts are to be actually paid at maturity. Charg- 
ing these to military, the remaining costs of “overhead” may be 
considered as applying equally to civil and to military—one-half 
to each—or about fifty millions more to be added to military costs 
in this country (always including “naval” and “pensions”). 
The grand total of all these military items is about five hun- 
dred and fifty millions of dollars per annum, and this is for 
military expenditures in a time of peace. In other words, out 
of a grand total estimate of about eight hundred million dollars * 
for all expenditure of the current year (excluding postal service 
and Panama canal, but including true “sinking funds’’) the re- 
quirements for military purposes, past and present, amounted 
to about seventy per cent or $550,000,000. 

The mere announcement of these figures is sufficient to ar- 
rest the attention of every intelligent man and woman in the 
country. Such figures cannot be unearthed by a simple read- 
ing of our present appropriation bills or from our present method 
of stating our government accounts in the annual reports of the 
treasury or elsewhere. They can be found only by careful 
analysis and re-analysis of the proposed expenditures, separat- 
ing civil matters from military matters and finally aggregating 
the totals. When this is done, a reasonably accurate picture of 
our financial requirements and of the various purposes for which 
expenditures are proposed, can be had. This result is one of 
the important results which will flow from the adoption of real 
budgetary analyses and statements for the government as a 
whole; as well as for each department and division of it in 
detail. 


It is evident that the public ought to be provided with such 
analyses; that congress should have them; that the president 
and the executive departments need them most of all. No gen- 


* Reduced in the new estimate for 1914, made recently, by about thirty mil- 
lions of dollars, or to $770,000,000—including sinking fund, $60,000,000. 
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eral financial policy can be intelligently entered upon—either for 
raising revenue or for making appropriations—until the details 
of preparing and aggregating estimates are planned in this man- 
ner and correctly segregated as to purposes or functions of 
government. When this is done regularly, and when sufficient 
time has elapsed for safe comparisons with the experiences of 
prior years to be drawn, then the president of this republic, 
when he reports to congress upon the “state of the Union,” will 
be enabled to foresee with reasonable accuracy what revenue 
will be available and to conclude how this revenue should best 
be expended. He must give due prominence to fixed charges 
which cannot be avoided; such as interest, trust funds, provision 
for public debt redemption, etc. Having allowed for all these 
permanent charges and for other unavoidable expenditure, the 
executive might then recommend to congress and the people 
how, in his judgment, the remaining revenue should be expended 
most advantageously, and in what general proportions this re- 
maining balance of revenue should be divided between the func- 
tions of government, up to that point unprovided for. Here 
he could well discuss at some length the advisability of spend- 
ing more for some purposes, like promotion of agriculture or 
commerce or education, while emphasizing the necessity for 
retrenchment in other expenditures, if a deficit of revenue is 
not to be faced. Then, if it is evident that the revenues, as 
estimated, will not provide for the expenditures which are 
deemed unavoidable or necessary, the executive would point out 
what this deficiency of revenue is likely to be and would call 
the attention of congress to the importance of finding new sources 
of revenue to meet these conditions. 

By such means students of government and the intelligent 
public would promptly come to understand the financial condi- 
tions of the nation; and then questions relating to revenue, as 
well as to expenditure, would assume their rightful importance 
and have a most salutary effect upon the average citizen, as well 
as upon our law-making and our executive departments. 

If this diagnosis is correct, we may well wish that the day of 
the true budget will soon dawn. 


re ecnanes DOS 


The National Budget 
Bupcet oF THE UNITED STATES OF AMERICA 


CLASSIFIED BY PURPOSES OF EXPENDITURE, FUNCTIONS OR ACTIVITIES 


. Mrurrary Purposes. (INcLupING NAVAL.) 


eS 8 ere or trea eT $ 102,556,165 
ee hh ONCE COT er Se 146,615,002 
Pensions, reitrements, veterans’ homes, etc. ............. 203,394,808 
aad PP ; _$ 452,566,065 

Interest and sinking-fund provisions relating to Public 
Debt fo@ wMtary OUPBOOED oo. noc ck cicsescscoscivscess 50,000,000 
TOUR, WUT DUNNE 6ncc cs pctcennidinncciavns 502,566,065 


. Crvm, Purposes. . 
Providing facilities for transportation: 


SE ee errr ey 30,174,432 
nD WE PIE fb osnice Seka 5Gsnnwads cee 56,766,992 
eRe Eee ee Ty ey ee 20,903,114 
Total, facilities for transportation ................... $ 116,844,538 


Promotion of welfare of— 


Agricwiace. foneshte Ge... ss <o<snisinadnn ducted sibennes 37,372,040 
Indians, and other Wards of the Nation ............... 14,018,907 
PIR SIE 5, ws. gutiatacay. 3 Gav bdd seed on eae Cee ae 7,817,342 
,  PORNRRIEE Ole. cs aca ane avawnininaars cle 5,730,545 
Medium of exchange, coinage, currency, etc. ......... 4,584,555 
Laboring classes, Dept. of Labor, etc. .................. 4,372,805 
Pacers. CA, GI 5 iv pik edeks ods ws ie daa eded 4,341,688 
Commerce and banking regulation .................... 3,023,659 
Defectives, GeeGeth, G0G aoc cc ce cescciccnsscunccucce 2,622,487 
es SUE CE oo sss cdedenlsncck cucugheeomene 2,242,601 
Meteorological research, etc. ............cc cece ee eeeeee 1,712,490 
"TE HE EN os evn oon anerakosay cent ed 930,439 
Re OU. cca che hones neg salad at ae bere kan eae 765, 
Standards of measurement, etc. .............0eeeeeeees 612,305 
Teens, Ca POF on é.cnviccd.cueeaeeessteteaaee $ 206,907,641 


Pisetel DOERR on icnkd 5: cveensnesctaaeesas eee $ 276,083,044 


. Genera, Purposes (“Overhead,” fixed charges, and 


management). 
Executive : 
General direction and control: 

The Tmecetiee: GROG cx occadin viswcspeneew eden 199,040 
General accounting and auditing (Treasury) ......... 1,047,010 
Civil Service and other commissions ..............+: 690,075 

Total, “general direction,” etc. ........-..-+++++: $ 2,826,125 


* Excluding “postal service payable from postal revenues.” 
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Departmental administration ........................ 20,813,892 
Administration of the finances: 
ee a. . 5 cous en's «oo bod eckie 22,860,000 
OUND UNNI okie sca We eie ae cndnaeeewen 60,685,000 
RMT. sea chasessssnentennsccacccdgoncevepeanensins 17,945,273 
Operation and maintenance of offices, buildings, 
RT oe oe Ne ae Sats ine ee oe 21,265,902 
Supplies, purchased and manufactured .............. 553,527 
Reference purposes, Congressional Library .......... 593,300 
ES | rt reer 251,424 
I ce da dea ara alata ea neath tach ene Brand A cee labs area OS 33,300 
Detection of crimes, legal advice, etc. ................ 3,858, 
Total, executive (general purposes) .............. $ 151,696,633 
Legislative : 
The Senate, House, Joint Committees, etc. ........... 8,660,366 
Judicial : 
Supreme Court and other U. S. courts .............. 5,741,313 
TA, GRUBURAE, TOMBOREE. ..<.ocnisccsvcnicsawsccsanr $ 166,098,312 
Less: Interest and sinking-fund for military purposes, 
Sh ot RE oa os asa n snes eure aon & 50,000.000 
Net total, gemeral purpoeees: ong ic occ kcecsccccecsed $ 116,098,312 
4. CONTRIBUTIONS To Local GOVERN MENT. 
District of Columbia and Territories ................... $ 7,978,410 
ee Oe NNN ii ie i deed xuewene or eewbees ners $1,110,624,372 


* Excluding ‘postal service payable from postal revenues.”’ 





2 ge emcee 


Savings Bank Audits 


By Georce L. Bisuop, C. P. A. 


Savings banks, so-called, may be divided into two classes: 
first, the private savings bank, which is owned by shareholders 
who receive the profits earned by the use of the depositors’ 
moneys after the payment of the usual and ordinary expenses 
of the bank and the interest paid to depositors according to the 
agreement entered into with them by the bank; in the east this 
form of savings bank is not common, its place being taken some- 
what, by the savings department of trust companies and state 
banks; while the second class, the mutual savings bank, has 
thrived in the older sections of the country; is deservedly popu- 
lar, and is a tremendous factor in the development of the com- 
munity wherein it is located. 


Properly speaking, savings banks do not conduct a banking business, 
and such institutions are not banks in the strict sense of the word. When 
a man makes a deposit in a commercial bank he intrusts the funds to 
it for its own use. It makes him its creditor. He is entitled to no 
increment from the use of the funds unless the bank has agreed to pay 
him interest, and has only a claim upon it for the amount due him. 
savings bank takes deposits not for its own use, but for safe keeping and 
the sole use and benefit of the depositors. The prime consideration is 
safety, not profit or income. * * * The entire increment over and 
above the expense of management belongs to the depositors. There 
may be a surplus fund accumulated as security against the deprecia- 
tion of investments or other contingencies, but this remains the property 
of the depositors, and is for their security. It is in no sense “undivided 
profits” of the bank * 


It is with this second class, or the mutual savings bank, I 
purpose to deal in this article. 

The general idea of savings institutions owes its origin to 
SAMUEL WHITBRED who, in his long speech before the house 
of commons in the year 1807, pointed out the way by which the 
savings or surplus earnings of the working classes might be 
conserved, protected, and increased for their benefit. The idea 
spread rapidly in Great Britain, and considering the means of 
communication between the countries at that time, was quickly 
taken up in America. 

The history of these institutions portrays the progress of 
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communities, marking the thrift and frugality of the people, and 
by their development adding to the wealth of the country far 
beyond that ever added to any nation by conquest of arms. There 
is no better barometer of business conditions than the record of 
deposits in these banks. These banks are rightly considered as 
“sacred institutions” and every safeguard which may be thrown 
around them to protect the interests of the depositors should be 
the first thought of our legislators; and for such protection, 
Massachusetts and a few other states have enacted laws requir- 
ing the auditing of savings banks by certified public account- 
ants. 

The first mutual savings bank in this country, if not in the 
world, was chartered in Massachusetts, December 13, 1816, 
under the title, which has continued to the present day, of “The 
Provident Institution for Savings in the Town of Boston.” Al- 
though the Philadelphia Savings Fund Association began to re- 
ceive deposits a month or two before the charter was granted to 
the Provident Institution, it did not receive its charter until after 
the Provident Institution had been chartered by the state of 
Massachusetts. 

On October 31, 1912, The Provident Institution for Savings 
in the Town of Boston reported assets of over $51,000,000.00, 
with 104,476 depositors, having an average account of $475.06. 
The income for the year is reported as $2,123,678.00. 

The largest mutual savings bank in the United States is the 
Bowery Savings Bank of the City of New York, having assets 
of over $100,000,000.00, although the original charter of this 
bank limited its deposits to $500,000.00, because it was then 
thought that a sum larger than that could not properly and 
safely be invested. 

At present there are some 640 mutual savings banks in the 
United States; in the New England states 420, or about two- 
thirds of the total number of these institutions in operation; in 
the middle eastern states they number about 200; in the middle 
western about 20; with one each in West Virginia and Califor- 
nia; the total resources of these 640 banks being about three 
and a half billions of dollars. Of the 400 banks in the east, 
194 reported to the banking department of the commonwealth of 
Massachusetts on October 31, 1912, assets of over $900,000,- 
000.00; the 2,200,900 accounts averaged deposits of $381.04. 
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The gross income of these banks for the year was $39,201,- 
251.00. The ordinary dividends averaged 3.91%, calling for 
a division of $30,514,820.00. 

These figures are quoted to present some idea of the magni- 
tude of the business transacted by these mutual institutions and 
of the tremendous amount of money which may be represented 
by the small savings of the people. 

In Massachusetts twenty or more persons may receive a 
charter from the state for the organization of a savings bank, 
to receive savings deposits and to invest them. These corpora- 
tors are a self-perpetuating body; they elect their own succes- 
sors, the president of the bank, and the trustees who are the 
active managers or directors of the bank. (The depositors, as 
such, have no voice in the election of officers or in the manage- 
ment of the affairs of the bank.) The trustees elect the treas- 
urer and other officers of the corporation, the investment com- 
mittee which really is an executive committee, and the auditing 
committee whose duty it is to see that the affairs of the bank 
are honestly conducted. 

It is interesting to note in this connection that the trustees 
of the first bank chartered by the state agreed to give their services 
for the promotion of the interests of the institution without 
remuneraion, and this practice has continued down to the 
present day. 

The law carefully designates the manner of investing the 
deposits, and only high class investments, which after thorough 
investigation have been passed upon by the bank commissioner, 
may be held by the bank. Investments consisting of first mort- 
gages of real estate, government, state, and various municipal 
bonds, the bonds of certain high class railroad and other public 
utilities may be held, and loans with collateral and loans with 
personal security approved by the investment committee may be 
taken. 

In Massachustees the only stocks which may be held are 
those of banks located in the New England states and incor- 
porated under the authority of the United States, or the stock 
of a trust company incorporated under the laws of and doing 
business in this commonwealth. 


A sum not more than five per cent of the deposits and not 
exceeding $200,000.00, with the approval of the bank commis- 
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sioner may be invested by a bank in the purchase or construc- 
tion of a suitable building for the transaction of its business. 


A savings bank may hold real estate acquired by the fore- 
closure of a mortgage but all such real estate must be disposed 
of within five years after the title has become vested in the 
bank. It may hold stocks and bonds or other securities ac- 
quired in settlement of indebtedness, but such securities must 
be disposed of within five years after being acquired, except 
that upon petition of the board of investment, and for cause, the 
bank commissioner may grant an additional time for the sale 
of such securities or properties. 

In addition to the annual examination made by the bank com- 
missioner’s department, which is an examination for the pur- 
pose of ascertaining the condition of the bank at a certain date, 
the law requires that: 


At the first meeting after their election the trustees shall appoint 
an auditing committee of not less than three trustees, of which com- 
mittee neither the treasurer nor more than one member of the board of 
investment shall be members, who shall at least once during the twelve 
months following their appointment, and oftener if required by the 
commissioner. cause to be made at such time as the commissioner may 
determine, in such form and manner and by such certified public ac- 
countant not connected with said bank as shall first be approved by the 
commissioner, a thorough examination and audit ofthe books, securities, 
cash, assets, liabilities, income and expenditures of the corporation, in- 
cluding an accurate trial balance of the depositors’ ledger, for the period 
elapsed since the preceding examination and audit, or for such other 
period as the commissioner may prescribe. The said accountant shall 
personally direct and supervise the making of said examination and 
audit except that, with the consent of the commissioner, he may verify 
a trial balance of the depositors’ ledger made by the bank within six 
months, and with the consent of the commissioner, such assistance as 
shall be necessary may be furnished by the bank. The accountant shall 
report to the auditing committee the result of his examination and audit, 
and at the next meeting of the trustees thereafter the committee shall 
render a report which shall be read, stating in detail the nature, extent 
and result of the examination and audit, and their report and the 
accountant’s report shall be filed and preserved with the records of the 
corporation. The committee shall file with the commissioner a copy of 
the report of the accountant within ten days after its completion. The 
certified public accountant and the auditing committee shall certify and 
make oath that the reports made by them under this section are correct 
according to their best knowledge and belief. If the committee fails 
to cause to be made an examination and audit, including an accurate 
trial balance of the depositors’ ledger as herein provided, the commis- 
sioner shall cause them to be made by a certified public accountant in 
such form and manner as he may prescribe, and the expense thereof shall 
be paid by the bank. 


The foregoing section of the law was placed upon the stat- 
ute books in 1910. Before that time few of the banks were 
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examined by accountants. The examinations made by the bank 
commissioner and by the auditing committees were depended 
upon for proof of the accuracy of the transactions entered upon 
the books. The difficulties experienced were so few and so far 
between that the depositors felt assured that their interests were 
being safeguarded in every particular. 

Early in January of 1910 the people of the state were startled 
by the disclosure of a serious defalcation in one of their “sacred 
institutions,’ a defalcation which had continued over a long 
period of years and which reached the enormous sum of over 
$350,000.00, making, with the loss of earnings on the sums 
wrongfully diverted, a total loss to the depositors of that bank 
of over half a million dollars. 

Coming at a time when the legislature was in session the 
matter received the attention of that body. According to a pro- 
vision of law giving authority for the examination of savings 
banks and their officers by a committee of the legislature ap- 
pointed for that purpose, a committee was appointed to inquire 
into the circumstances surrounding this defalcation; to report 
to the general court the extent of the defalcation, the times when 
such wrong doing may have occurred, the methods used by the 
defaulter to conceal his acts, and, further, to report such amend- 
ments to the law as would prevent a recurrence of such loss 
to depositors. 

The committee, among other amendments, reported the pro- 
vision for the auditing of these banks by certified public ac- 
countants as set forth in the foregoing extract from the law, 
and this requirement is in force today, although in 1912 the 
law was further amended so that now when requested by the 
auditing committee, the bank commissioner may make such ex- 
amination and audit of the books, securities, cash, assets, lia- 
bilities, income and expenditure of the bank; the expenses of the 
audit to be borne by the bank. 

All the examinations made by certified public accountants 
within this state are under the direct supervision of the bank 
commissioner who, upon approving the appointment of an ac- 
countant by the auditing committee, issues to him a circular 
letter of instructions and furnishes a blank report form upon 
which to make the report of the examination; and the depart- 
ment is in very close touch with all the work performed by 
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the accountants of the state in the examination of the savings 
banks. We are safe in stating that to the best of our knowledge 
and belief the interest of the depositors of the savings banks in 
the commonwealth of Massachusetts are protected to the utter- 


most. The instructions of the bank commissioner properly 


followed make for the complete audit of the transactions of the 
savings banks. 

In what follows it is largely to be assumed that adherence 
to the requirements of the laws covering savings bank invest- 
ments, duties of officers, and the general business of the bank 
will be tested and checked up by the bank commissioner’s de- 
partment, while the accountant will make certain the accuracy 
of the transactions as recorded upon the books of account. At 
the same time, however, the accountant should have such 
familiarity with the laws and with savings bank practice as will 
enable him readily to determine, independent of the bank com- 
missioner’s investigation, that the affairs of the bank are being 
continued along proper lines, and in conformity with the rules 
and regulations laid down for their government. 

The system of accounts in savings banks is not at all compli- 
cated. The main books of record consist of: 

A General Ledger which contains all the accounts, excepting, 
of course, the accounts with depositors, the controlling account 
for which is contained within this ledger ; 

A Cash Book which may show columns under appropriate 
headings for the active general ledger accounts and which often 
contains journal entries ; 

A Journal which may be used only for true journal entries or 
which may be used as a summary of transactions from the cash 
book. 

A Record of Deposits and Payments which, in the smaller 
banks are termed the counter books, the deposits being entered 
directly upon the deposit books in detail, showing the name of the 
depositor, number of account, amount deposited; the payments 
being entered on the draft books, showing the number of ac- 
count, the amount of the draft and the receipt of the amount 
by the depositor. The totals of the deposit and draft books are 
carried daily or monthly to the cash book. 

In the larger banks the deposits and payments may be made 
by means of deposit and draft tickets or slips which are filled 
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out by the depositor and entered by the tellers upon their records. 
These records differ in form, some of them being loose-leaf books 
for deposits and payments, the slips being sorted according to the 
ledgers and entered upon the record according to such divisions, 
in order that the controlling accounts for each ledger may 
readily be made up. One form with which the writer is some- 
what familiar consists of sorting the slips according to the 
ledgers and summarizing the amounts of deposits and payments 
by the use of a split key-board adding machine which lists the 
number of account, the amount of the deposit or payment, taking 
a total for each ledger; the grand total of the day’s work being 
carried into the cash book. 

An Investment Register showing the investments made by 
the bank, grouped according to classes and following the in- 
terest dates. 

A Loan Register showing number of loan, name of borrower, 
amount of loan, rate, and ordinarily entered according to in- 
terest dates, with columns for entering payments of principal 
and interest, and usually arranged to carry the transactions of 
two or more interest periods. 

Depositors’ Ledgers which run numerically, each deposit ac- 
count being known by number, and carried either in bound books 
with from two to six or more accounts to the page, in loose 
leaf ledgers, or upon the familiar card ledgers. Depositors’ 
ledgers usualiy have columns for deposits, payments, and balance, 
the new balance being entered after every transaction; the in- 
terest credited to the account, if entered in red ink, shows plainly 
enough this transaction. 

Insurance Records in various forms showing the covering 
of mortgaged properties. 

Investment Committee’s Minute Book showing the record of 
the loans examined and passed upon by this committee. 

Trustees’ Minute Book, being a record of the doings of that 
board. 

A Collateral Record showing the collateral deposited against 
loans and the value of the items. 

The form of statement of condition or general trial balance 
which the accountant is expected to draw off, prove, and report 
to the bank commissioner is given below: 
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dee sdabe ada ekatsbettabiebbaces<s Saving Bank. 

I hereby ‘certify, that, in accordance with the requirements of law 
and the instructions given by the Bank Commissioner in his circular 
letter No. 123, I have made a thorough examination and audit of - 
affaire Of the. ......0.0s. ewaen Savings Bank of ........... Per ne ‘ 
for the period beginning ........... eee” eee IQ. 
that to the best of my knowledge and belief, the transcript of samen 
ledger balances shown below truly exhibits the financial condition of the 
bank as disclosed by its books at the time stated, and that the annexed 
report, schedules and statements are true and correct. 

Certified Public Accountant. 
CoMMONWEALTH oF MassacHuseET?Ts,} Subscribed and sworn to before 
nee ae pedbeesencdnneéentccecsnene Uk SAND GEMD ccocou Giacedscllcess 





FT A ee ee, Sey Ae | OS re errr ae 
Transcript of General Ledger Balances at the close of business..... 19f... 











ASSETS $ LIABILITIES 


Deposits, 

Guaranty Fund, 

Profit and Loss, 

Interest, 

Discount and Interest prepaid, 

Suspense Account, 

Due on Uncompleted Loans, 

Rent, 

Bills Payable, 

. Other Liabilities, giving items: 
a 


1. Public Funds, Bonds and Notes, 
2. Railroad Bonds and Notes, 

8. Street Railway Bonds, 

4. Boston Terminal Co. Bonds, 

5. Telephone Co. Bonds, 

. Bank and Trust Co. Stocks, 

8 

9. 


. Securities acquired for debts, 
. Loans on Real Estate, 
. Personal Loans to: 
Three or more individuals, 
. Corporations, ‘ 
Mass. Public Service Corporations, b. 
. Railroad Corporations, } 
. Collateral Loans on: } 

1. First Mortgages of Real Estate, 
Bonds and Notes, 
. Books of Savings Banks, 
. Railroad Stock, 
. Life Insurance Policies, 

6. Other Securities, 
10. Real Estate by foreclosure, 
— = in possession, 
A ¥ for banking purposes, 
13. Expense Account, 
14. State Tax ™ 
15. Taxes and Insurance paid on Mort- 
gaged Properties, 
16. Premium Account, 
17. Furniture and Fixtures, | 
18. Suspense Account, 
19. Other Assets, giving items: 
4. 


b. | 
20. Deposits in Banks and Trust Cos., | 
21. Cash and Cash Items, i] 


TOTAL ASSETS,| $ i TOTAL LIABILITIES, 


PON SOAP SPH 


my 





SANorR 


Aawn 














The audit should be started either at the close of a day’s 
business or at the opening of business in the morning, prefer- 
ably the former, since beginning the examination at the close 
of business and proving the cash and the transactions of that 
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day will disclose any difference which may exist before the 
staff has had an opportunity of correcting their work, and 
affords the accountant a better idea of the accuracy with which 
the transactions are handled than can be had by starting the 
examination at the opening of business. 

Upon entering the bank the accountant should take posses- 
sion of the cash, securities, collateral, mortgage notes, etc., 
sealing such items as he may not be able to examine at once and 
keeping them under seal until the statement has been proven. 
When the securities, collateral, etc. are deposited in safety de- 
posit vaults outside the bank the boxes should be ordered sealed 
until released by the accountant. While the counting of the 
cash is progressing a member of the staff should draw off a state- 
ment of the bank as at the opening of the bank that day. The 
form may be provided beforehand and this working sheet should 
have columns for entering the day’s transactions, with the bal- 
ance at the closing of the day’s business. 


The cash should first be “sized up or proven in bulk” and the 
total reconciled with the amounts called for by the cash book 
after adjusting the day’s transactions, when the packages of bills 
may be proven to such an extent as may be considered necessary 
by the accountant in charge. Where one dollar bills are put up 
in packages of twenty-five, if the accountant wishes to prove 
these packages, there is not the slightest objection to his doing 
so. 

All cheques found on hand should be listed and deposited by 
the accountant in a depository bank with instructions that he 
be notified in case any of the items are returned for any reason. 
All cash memoranda, expense bills or other items carried as 
cash should be listed and the propriety thereof established. 

Depository banks should immediately be requested to send a 
statement of account, with vouchers, to the accountant in care 
of the bank, and the transactions with the depository banks for 
the period should be checked to such extent as the system in use 
and the circumstances may make necessary. The accountant 
should see that the deposits with other banks do not exceed the 
limits fixed by law. 

The footings of deposit and payment records should be 
proven for the period under examination, and the totals checked 
to the cash book. Where deposit and payment slips are used 
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the method of accounting for deposits and payments should be 
examined carefully and the entry of the amounts from these 
slips to the summary sheets tested in such a manner as the ex- 
perience of the accountant will indicate to be necessary. 

In a bank of any size the mortgage notes are usually placed 
in one file, or series of files, and the mortgage deeds and insur- 
ance policies in another file. The usual method is to enclose the 
mortgage note in a cover or “skin” showing the number of loan, 
the name of mortgagor, the amount of the loan, with the date 
and amount of payments of principal. The total of the loan 
should be listed on an adding machine from the amount shown 
upon the “skin” and if all entries of payment of principal have 
been made upon the “skin” the total should agree with the 
amount of the loan called for by the statement. The total hav- 
ing been proven, the notes should be examined in detail and the 
payments of principal and interest as shown by the endorse- 
ment on the notes checked to the loan register. At the same 
time the amounts on the adding-machine tape should be checked 
as each note is examined, so that when the notes have been 
checked to the loan register the accountant will have in his 
possession a record of having examined all the notes called for 
by the statement. In the smaller banks if there is no satis- 
factory loan register, it is well to construct such a record which 
should remain in the possession of the accountant. The use of 
this record will enable him to follow the loan in detail upon 
subsequent examinations with the certainty that every item is ac- 
counted for. 

The entries in the register for the period should be checked 
to the cash book. 

Advances on “construction loan” should be vouched by re- 
ceipts of the borrower or by means of cancelled cheques when 
no receipts have been taken. 

When the loan is being examined the overdue items should 
be listed, the list showing loan number, borrower, location of 
property, amount of loan, rate, date paid to, and amount over- 
due. 

When no register is used the items must be checked directly 
to the cash book. 

Occasionally endorsements will be found that are not en- 
tered upon the register and entries upon the register or cash 
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book not endorsed upon the notes. Such errors should be 
brought to the attention of the proper official of the bank and 
the record completed before the loan is released. 

It will be understood that an examination of the mortgage 
loan is not complete unless the items are verified by correspond- 
ence with the borrowers, but this rarely is done by the account- 
ant. 

In Massachusetts the bank commissioner’s department dur- 
ing the years 1911 and 1912 verified all of the outstanding mort- 
gage loans held by the savings banks of that state, and the com- 
missioner reported that surprisingly few differences were found 
to exist. In Massachusetts the mortgaged properties are re- 
quired to be revalued every five years, but this the accountant 
need not follow. 

The mortgage deeds should be examined, the transfer of title 
to the bank should be in proper form and the instrument should 
bear the endorsement of the registry of deeds showing that the 
mortgage has been duly recorded. Any deeds for recent loans 
which may not be on file should be proven by correspondence 
or by visiting the registry. 

Insurance policies should be examined to see that the assign- 
ment to the bank is in order and that the total amount of in- 
surance on any one loan is at least as great as the amount of the 
loan, and of those items whereon the insurance may appear short 
inquiry should be made as to whether or not the bank is pro- 
tected. It may be that the greater value is upon the land covered 
by the mortgage. The examination of mortgage deeds and in- 
surance policies may be made by the auditing committee, but 
where this is done that committee must report the result of the 
examination and the accountant should note this fact in his 
report. 

The personal loan is divided into several classes as shown by 
the foregoing statement of condition. 

The notes should be listed for proof of total in the same man- 
ner as detailed for the mortgage loan, and after the total has been 
agreed with the statement, the notes may be checked against the 
loan register and the transactions followed through to the cash 
book. The collateral deposited against loans should be examined 
and checked against the collateral record and listed for future 
reference. Whether or not the accountant is to prove the value 
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of the collateral should be decided by the auditing committee. 
The collateral should be verified by correspondence. Where 
the loan is made to brokers some accountants visit the brokers’ 
offices and verify the collateral, but it seems to me that the ac- 
countant should have in his possession a record signed by the de- 
positors of collateral. Verification letters may take somewhat 
the following form which has been found to be satisfactory in 
our practice: 


a ee ee eae te is 
Dear Sir: 

We are making an examination of the accounts of ............... 
and find among its assets a note executed by you and supported by a 
deposit of collateral. 

Will you please inform us, using annexed sheet, 

(1) The date of loan. 

(2) The amount of loan. 

(3) The collateral deposited by you. 

The examination now being made is the regular one required under 
the laws of the State, and this notice does not affect your loan in any 
way. The information is asked for only to enable us to verify the entries 
upon the books of the bank and by giving the above information you will 
aid the work. 

Enclosed is stamped envelope for your reply, and your early attention 
will be appreciated. 

Yours respectfully, 


id dN pelea eee ds dowels peed recat 
eee 
enetitadnshsnudeudimadibeanssdea 19.. 
To Storer, Rand & Bishop, 
50 Temple Place, Boston 
Dear Sirs: 

PORE WOOT TIE OF noo occ ccc ccccescccscses we hand you the 
following memorandum of loans and collateral with the ............... 
dd dat dud bn Saha ete te adhe uaneanae dee sb6s ostbaenascasabandadodauanl« 
ighghen sdbebbalebidas cdc cnbebede xisdsivcicsdandetesudbbansbaaeenesss 
pL ARb hil ined ignn i nhandaksebuaaed aprenden bad etbthaneeneadaiaseds 


a 
ee 
CESS SOSH SHH SEH EHHESHSHSHEHEHE SHH EHEHHSHEHS SH SESE EH SEH ESHER HHO SESE EE EEEES 
COSHH EHH EEE EEHHSH HEHEHE HEHEHE EHEHEHSHE HEHE SEE HEEHE SEE EEE SESE SHEE HEHEHE EEO EE EEE 
ee es es 
COPE O REE HEOE EEE EOHEE EEE EH EEE HEHEHE HEHEHE EEE HEHEHE EEE HEE EEE OE 


SCOT SOS SHES SHES SHHEHEHSHEHHSSHHSH HEHEHE HSHTHHSHESEHSEEEHE SESE SHEESH EOSE SEE SESE SESE SES 


Corporations desiring to borrow from savings banks in 
Massachusetts are required to have their books audited by an 
accountant approved by the bank commissioner, and loans of 
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this class must, of course, be supported by the report of the ac- 
countant of the corporation. 

Another class of personal loan, and one which to my mind 
should not be permitted to be taken by savings banks, is what 
is ordinarily known as “three-name paper,” that is, loans made 
to three or more individuals without further security than their 
credit standing. These loans should be verified by correspond- 
ence with the borrowers. In some banks it will be found that 
such loans are continued from year to year, and where so con- 
tinued the accountant should call such loans to the attention of 
his committee that they may take such action as may seem neces- 
sary. 

The bonds and stocks carried as investments should be ex- 
amined and listed by the accountant. This list should show the 
title of the security; if a bond, its due date, the rate of interest, 
the par value and the book value against each item, with suffi- 
cient space to enter the market value against each item in case 
the committee desires the accountant to calculate such value as 
of the date of the examination. At the time of the examination 
of the securities the par value only may be secured, the book 
value to be procured from the records of the bank. This list 
should be checked to the investment register where one is car- 
ried, and all income from investments checked in accordance 
with the due dates shown by the listing; and where stocks are 
carried it is usually possible to check the dividends declared from 
broker’s records which are easily procured. 

All purchases and sales of securities should be followed 
through to the cash book and should be supported by vouchers 
from the brokers through whom the transactions were made. 
It is claimed by some that the numbers of the securities should 
be taken in the listing, but, excepting in a small bank, it is doubt- 
ful if it is worth while to spend the time necessary to copy hun- 
dreds of numbers which may not again be used. 

Where securities are bought at a premium, such premium 
usually is charged directly to profit and loss and the security 
carried at par value, but where the securities are bought for less 
than par they are carried at the price paid. When the securities 
are sold the difference between the book value and the amount 
received is carried to the profit and loss account. This practice 
of writing off the entire premium has occasioned considerable 
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comment, some holding that the amount paid in excess of par 
value should be carried to a premium account, which should be 
amortized properly. There are some banks which carry a pre- 
mium account. Where a premium account is carried the ac- 
countant must see that it is being reduced periodically along 
proper lines. In general, reducing the premium by dividing it by 
the number of interest periods which it has to run and charg- 
ing this installment off at every half yearly closing is well 
enough—is a simple method and much more readily under- 
stood than scientific amortization. 

If the bank holds any securities taken for indebtedness, these, 
of course, will be examined and listed and the income therefrom 
proven in the same manner as for regular securities. 

A separate account should be carried with each parcel of 
real estate by foreclosure and in possession. The deeds and other 
documents relating to the transfer or buying in of such estates 
should be examined carefully to see that the title properly is 
vested in the bank. All expenses of maintenance, taxes and in- 
surance should be supported by proper vouchers and if the prop- 
erties produce income, this should be verified and checked into 
the accounts. Usually the expenses and income on such prop- 
erties are carried through the cash book to the profit and loss 
account, but in some instances the items are carried to a general 
account of “expenses and income on foreclosed property” which 
is afterward closed out to profit and loss account. The assessed 
value of the estates held under foreclosure should be ascertained 
and listed by the accountant for his report. 

All charges for maintenance, etc. of bank building should 
be supported by proper vouchers and if any portion of the build- 
ing is rented the income from such rental should be verified. 
These transactions are often covered into an account entitled 
“income and expenses, bank building,” which is closed regularly 
to profit and loss account, or may be carried through the cash 
book directly to profit and loss. When there are safe deposit 
vaults connected with the bank the income from rent of boxes 
should be proven. 

A regular charge should be made against the expense account 
for the bank’s proportion of rent of the banking building, which 
amount will usually be determined by the executive committee 
of the bank. In nearly every instance the value of the bank 
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building is carried upon the books at less than the assessed valua- 
tion of the property and the item of depreciation is rarely con- 
sidered. In no case should income from the bank building be 
used to reduce the building account. 

Furniture and fixtures will probably be carried at a very 
conservative valuation, if shown at all, but where such acocunt 
is carried it should be seen that the value is reasonable and that 
depreciation is cared for. 

The trial balance required shows “other assets,” and if there 
are any items carried which may not fall under the regular classi- 
fications, they must be entered under this caption. 

Occasionally some little study will be required to determine 
where to classify certain items which may be found among the 
assets of these banks. The writer remembers well an argument 
of the staff as to the classification of the assets of one bank. In 
examining the expense account we found a voucher for killing 
a black bear and for preparing the hide thereof for a rug for the 
private office of the bank. The assistant checking the expense 
account was willing to pass this voucher as an expense item, but 
immediately propounded the question as to the classification of 
the item had we arrived for the examination before the killing 
took place! 

The expense account should be supported by satisfactory 
vouchers, and it is not customary to show any analysis of this 
account. The expenses run so evenly from period to period that 
any marked increase or decrease may readily be noted, and in 
such event if desired by the committee the accountant may 
analyze the account, separating it into such divisions as may 
be required for the purposes of the committee. 

I have already given a sketch of the depositors’ ledgers, and 
now come to the verification of practically the only liability of 
the bank. 


The total amount due depositors will be shown by the control- 
ling account in the general ledger, and this amount may be veri- 
fied by drawing a trial balance of the individual accounts as of 
the date of the examination. In the larger banks where the 
system of control is satisfactory and the duties of the clerks are 
so arranged that proper internal check is carried, the drawing off 
of such a trial balance by the accountant or the checking of one 
already prepared by the staff of the bank is about all that is 
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usually done towards providing the amount due depositors. 
Some accountants check the trial balance as of the beginning 
of the period simultaneously with the checking of the balance 
at the close of the period, thus making certain that the balances 
agreed with the controlling account at both times. 

It is seldom that the trial balance of the depositors’ accounts 
will show the account numbers, and where card ledgers are 
used and the account numbers are not shown upon the trial bal- 
ance tapes, a memorandum should be made of the missing num- 
bers and they should appear in the closed account file. 

In the examination of the smaller banks the use of the five- 
column trial balance has been found of service. The five- 
column sheet carries balance at the beginning of period, deposits, 
payments, dividends, and balance at the end of period; the totals 
of these columns agreeing with the totals shown by the general 
ledger, proving the accuracy of the work for the period. 

Where such trial balances are prepared by the staff of the 
bank, the footings should, of course, be proven, even though 
the work has been done on the adding machine. 

While the law contemplates but one deposit in a bank from 
a person and limits the amount of such deposit, it is not uncom- 
mon to find deposits taken of a larger amount than allowed, or 
one person with more than one account in a bank. This latter 
condition is not easy to follow since it is impossible to keep in 
mind the names of depositors, and it will not be noticed except 
where two or more accounts of the same name are posted side 
by side on the ledger, or on following cards. How far the 
accountant should go in reporting such occurrences must be 
determined by the facts of each case. 

In Massachusetts the dividend is declared semi-annually, and 
according to law it is from income which has been earned and 
which has been collected during the six months next preceding 
the date of such dividend. Ordinary dividends are not to exceed 
two and one-half per cent on all amounts which have been on 
deposit for the six months last preceding, or one and one-fourth 
per cent on all amounts which have been on deposit for the 
three months last preceding. The dividend sheets should be 
checked to the individual accounts and the total reconciled with 
the amount charged against interest for the period, and where 
the law requires any amount to be set aside for guarantee or 
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reserve fund before the payment of each dividend, it should be 
seen that this requirement has been complied with. 

All charges to interest accounts should be carefully examined 
and properly established. 

The receipts and payments having been checked from the 
subsidiary records to the cash book as shown in the foregoing 
pages, the footings of that book should be proven for the period 
and the balance agreed with that shown by the statement. Where 
the cash book is posted directly to the general ledger all such 
postings should be checked. Where the cash book entries are 
summarized in the journal the journal entries should be checked 
from the cash book, the footings proven and the summaries 
checked to the general ledger. 

It should be seen that all postings in the general ledger have 
been checked and a trial balance should be drawn off, which, 
when summarized, should agree with the statement worked 
against during the examination. In addition to the general 
accounts with investments, the general ledger usually contains 
the detail of the securities, from which the book value of the 
items may be procured, and the total agreed with the statement. 

The transactions in the profit and loss account during the 
period should be examined and proven and a detailed transcript 
of the account for the period under examination should be 
drawn off. 

The minutes of the investment committee should be examined 
to see that all new loans, purchases or sales of securities have 
been passed upon by that committee. 

In Massachusetts the accountant is required within ten days 
after the completion of the examination to deliver a report in 
duplicate to the auditing committee, one copy to be forwarded 
by the committee to the bank commissioner. 

This report shows a trial balance of the general ledger as 
hereinbefore set forth, and the accountant is required to report 
how he has covered the various items upon the trial balance 
during his examination, including in the report a statement of 
all overdue interest and a transcript of the profit and loss ac- 
count, with such other statements or memoranda as the case 
may seem to require. In general, the supplementary statements 
show a list of the stocks and bonds and other securities owned 
by the bank, exhibiting the par and book value, and in some 
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cases the market value; a list of the collateral loans with the 
collateral deposited against each loan; and a list of the “three 
name paper” or other personal loans showing the name of the 
borrower and sureties. 

The programme, herein laid down should constitute a com- 
plete examination with the exception, of course, of the proving 
of the depositors’ accounts, an absolute proof of which may only 
be had by calling in all the pass books or by correspondence with 
the depositors. It is only in exceptionable cases that this ex- 
treme measure is carried out. 

The depositors’ books are required by law to be verified 
every three years. Notice of the verification period is ad- 
vertised in the daily papers, and many banks employ a tem- 
porary clerk whose sole duty it is to verify the pass books against 
the depositors’ accounts. 

In Massachusetts savings banks may undertake the business 
of life insurance, the object being to eliminate the agent and 
house to house collection of premiums of the old line industrial 
insurance system. These banks may establish agencies for the 
collection of premiums in mills, factories, or other places, or, 
if desired, employees may authorize the employer to deduct the 
amount of the premium from the pay roll and to pay the 
premium once a month to the bank, and if a policy holder has a 
savings account in the bank he may authorize the savings de- 
partment to pay premiums from that account. Although this 
system was established under the acts of 1907, only four banks 
have undertaken the business of writing life insurance, and 
since the departure is practically a small one and is not to be 
found outside of Massachusetts, it is not considered worth 
while here to enter into any programme, for the audit of the 
insurance department. 
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Accounting and Auditing as Related to Credits 


By H. Ivor Tuomas, C. P. A. 


Before taking up the relationship of accounting and audit- 
ing to credits it will be well to review briefly the nature of 
credit, its scope and requirements, to determine what features 
should be provided for in a credit accounting system. In the 
early days of barter and exchange trades were made by inter- 
change of commodities, and theoretically this is true to a cer- 
tain extent with regard to international commerce, where the 
difference in amount of commodities interchanged is known as 
the balance of trade. The growth of trade gradually made it 
impossible to adjust balances in products and commodities, and 
another medium of value had to be developed. Money came 
into use. With the growth of transactions between individuals, 
families, tribes, these conditions appeared: dwellers in one sec- 
tion required products dealt in by neighbors some months earlier 
than they themselves might be able to make delivery of com- 
modities they wished to exchange, and in the absence of cash 
resources they were obliged to obtain what they needed on the 
strength of an agreement to deliver an equivalent value at a 
future date. Thus credit grew. 

In these days of large business, more particularly in the 
wholesale trade, only a small proportion of sales is for cash; in 
fact nearly all wholesale business is conducted on credit, and in 
order to make business secure and to guard against losses by 
advancing credit to firms or persons who may fail to keep their 
promise it is necessary to establish credit ratings for buyers in 
order to guard against such loss. 

The proper collection and allocation of the information neces- 
sary to establish credit rating is of sufficient importance to the 
wholesale house to justify the creation of a department, the 
business of which is to gather details of credit information con- 
cerning its customers; and upon this department, or its head, 
rests the responsibility of deciding what credit, if any, shall be 
advanced to new customers, or what steps shall be taken to 
shorten a previous line of credit. 

Before referring to the nature of the information required 
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and the means of obtaining it, I would refer to the chief methods 
of making sales by the wholesaler. The method usually used is 
through traveling salesmen who periodically visit the retail 
traders in their assigned territory. The less generally employed 
method is through the use of the mail service, in which case the 
wholesaler depends upon catalogues or other adverstising media 
to obtain orders. The advantages of selling through salesmen 
are that the purchaser comes into closer personal touch with the 
buyer, thus often securing an order when other conditions are 
equal; that is, if prices, terms and quality of goods offered by 
two houses are practically the same, the order may be given to 
the house which has established a personal connection. A sales- 
man can in many instances get information regarding a cus- 
tomer’s credit and general standing in the community that will 
be of value to the credit manager. He may be instrumental in 
selling a larger bill of goods than the retailer would buy if 
ordering from a catalogue, because he is trained by coming into 
contact with a large number of houses to estimate the probable 
needs in a district with more certainty of success than the re- 
tailer himself. 

On the other hand, selling goods by mail has an advantage 
in that the wholesaler knows at all times what recommendation 
he is giving his goods and what representations he is making to 
his customers, whereas he cannot always be sure of the argu- 
ments put forward by his representatives. Another advantage 
is that he does not run the risk, that sometimes occurs, of losing 
customers when a salesman severs his connection with one house 
and is able to carry with him a number of his trade. 


There are two main methods of investigating the credit 
standing of a proposed buyer, the direct or personal method, 
which involves an interview with the buyer in which the credit 
man should be able to form a reliable estimate of the person- 
ality of his proposed customer, and in the course of which he 
can ascertain through questions facts which it is most essential 
he should know ; and, when he has also an opportunity to examine 
the books. In commercial credits, no less than in the granting 
of credit by a bank, the element of personality is of vital im- 
portance. Occasions occur during times of extraordinary finan- 
cial stress, when collections will be below normal, and at such 
times credits may be extended with greater security to those 
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buyers known to be personally reliable. Where a personal 
interview is not possible, the credit man will call for a state- 
ment of his proposed customer’s financial standing; and though 
such a statement is not always accepted as conclusive proof, it 
is valuable if proper weight be given to its important features, 
which are herein referred to. 

It is becoming more and more the custom to require such a 
statement to be signed by a responsible member of the firm 
to secure the most reliable information that may be obtained in 
this manner, as it brings the statement within the scope of the 
“False Statements in Writing” laws. Even so, a statement pre- 
pared in good faith may not contain all the elements necessary 
to a true statement of condition, and greater protection can be 
secured by requiring a statement certified by a professional 
auditor. 

The second is the indirect method, consisting in gathering 
information through a third party representing the credit man. 
This may be done by the traveling salesman, subject, however, 
to some drawbacks, chiefly the fact that the main interest of the 
salesman is at variance with that of the credit man; the sales- 
man’s first aim being to obtain an order without reference to the 
amount of credit that it is safe to allow his customer. Many 
large firms employ an experienced man to obtain information 
of this character in person, but such method is too expensive to 
be used except in the case of large firms. The large body of 
wholesalers rely for this information on the reports furnished 
by a commercial agency reporting company; but this business 
is now almost entirely in the hands of two concerns, Dunn’s and 
Bradstreet’s, each of which has been in existence upward of 60 
years. Some complaints have been made with regard to agency 
reports, notably that their information lacks details and requires 
additional verification from other sources. 

One of the causes of this incompleteness seems to be due to 
a lack of willingness on the part of the smaller traders to fur- 
nish as complete information as the agencies desire. There is, 
however, a growing tendency to overcome this defect, for mer- 
chants are learning that they cannot expect to receive full and 
complete information of the business-standing of others unless 
they are willing to give similar information concerning them- 
selves. 
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To pass to a consideration of items that should be known in 
order to establish a credit rating, and the method of their acqui- 
sition: I would refer to the reports which have been endorsed 
by the National Association of credit men (where the arrange- 
ment differs to some extent from the usual accountant’s report), 
as being most applicable to the purposes for which it is to be 
used. The fundamental principles of this form of report are 
the requirement of a complete segregation between business assets 
and outside assets: the object being to show clearly under the 
head of business assets all those values which are readily avail- 
able, to distinguish them from those which could not be readily 
converted to the extinction of the debt. Another valuable feature 
of these reports is that they call for the net value of accounts 
and notes. 

The accounting features necessary in a credit department 
refer to the systematic classification of the reports and the in- 
formation obtained from them, and their arrangement in such 
a way that quick reference may be made to any particular case. 
A good plan for use in this connection is to make use of cards 
of different colors, for example white, blue and red, to be used 
in the following way: Record all information of normal cases 
on white cards; whenever it has been found necessary to refuse 
credit to a customer transfer his record to a blue card, and always 
in future keep such a record on the card to which it has been 
transferred as a reminder at a glance that there was once some 
trouble in this particular case. Then the red card may be used 
as a special sign of danger in those accounts where it has been 
necessary to place the account in the hands of an attorney for 
collection. 

A valuable statement for use in a credit department is one that 
shows creditors’ accounts segregated into columns distinguish- 
ing between accounts not due and those over-due for varying 
periods of time, that is, one column may be used for accounts 
which are three months overdue, another, for those six months 
overdue and so on, such statements may be prepared as fre- 
quently as the needs of the business require. 

The credit department will obtain better results and with 
less friction if the customers’ accounts are carried on a card 
system rather than in bound books because it will be easier to 
refer to individual accounts on them, than to require a large book 
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to be submitted for inspection whenever it is desired to look over 
a customer’s account. A useful card to be furnished to sales- 
men is one upon which they can report such information con- 
cerning a new customer as they are able to obtain without being 
obliged to ask questions that would injure the chance of making 
a sale; and such information can be advantageously renewed by 
them from time to time in the case of old customers. This in- 
formation should cover such items as the following: General 
condition of the business; general appearance of the store; con- 
dition of stock; what amount of advertising is used; are the 
clerks courteous and obliging; is the proprietor a good business 
man, and how is he regarded in his town? These are a few of the 
questions that might be inserted on the card, and are given as a 
guide. 

The important feature of the credit business is that of col- 
lections. While the retail merchant cannot always insist upon 
the same promptness of payment of accounts as can the whole- 
sale house the latter should insist upon prompt payment. When- 
ever a delay occurs in the payment of an account it should be 
followed up systematically, and wherever possible before re- 
sorting to extreme measures a personal visit should be made to 
the purchaser in order to find out all the conditions, for such 
a course will sometimes disclose facts that will make it advisable 
to extend the credit beyond the normal time, and thus save the 
account. The ideal arrangement with regard to collections is to 
have them under the direct supervision of the credit depart- 
ment, as the functions of these two branches of the business are 
so closely connected that the best results may be obtained from 
this arrangement. 

We have referred to the connection between accounting and 
credits, and will pass to the relation between auditing and credits. 
The difference between accounting and auditing is: accounting 
relates to the recording of facts of commercial transactions in the 
books of account; auditing refers to the correct reading of what 
the books of account relate. The important requisite of the 
credit man is the ability to not only analyze correctly a state- 
ment rendered to him but, also, to read accurately information 
furnished by an examination of a customer’s books. In other 
words he should be able to audit a set of books and obtain the 
correct interpretation. Without such a knowledge he is in 
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danger of being misled if the report or statement be incorrectly 
prepared, and would probably fail to detect weak or unstable 
conditions which would be evident to an auditor. 

While a great deal has been accomplished in some cities by 
associations of individual trades formed for the purpose of 
exchanging credit information through a species of clearing 
house, there is still room for development of this kind of ac- 
tivity. The majority of associations of this nature furnish their 
members or subscribers information of great assistance in the 
matter of extending credit; but they usually insist upon evad- 
ing the responsibility for adverse reports, by concealing the 
names of those who furnished the reports from the other mem- 
bers. 

On the other hand, there is, for instance, in existence in 
Los Angeles an association dealing in building materials, which 
by a key system discloses to the members the source of informa- 
tion, and its members claim that this plan has been productive of 
excellent results, both in demanding publicity with regard to the 
former conduct on the part of the applicant for credit, and in the 
collection of old accounts. It would seem that this principle of 
publicity might well be extended so as to embrace associations 
covering other lines of business. 
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EDITORIAL 
A Question of Solicitation 


In a recent issue of The Canadian Chartered Accountant, 
the official organ of the Dominion Association of Chartered 
Accountants, attention was drawn to the fact that certain new- 
comers in accountancy in Canada had been guilty of soliciting 
work among the clients of other accountants. 

The matter was mentioned also in The Accountant, London, 
and astonishment was expressed that any reputable accountant 
should lend himself to a practice which is universally condemned 
by the profession. 

We are glad to see that our contemporaries in Canada and 
Great Britain are alive to the iniquity of the practice which un- 
fortunately does prevail in some localities. It is absolutely un- 
pardonable for any accountant to endeavor to intervene between 
practitioner and client. We go even further and say that solicita- 
tion of any kind should not be countenanced ; and we believe that 
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in the not distant future the accountant who is guilty of such 
a breach of ethics will be severely disciplined by the associa- 
tions governing the profession not only in America but also in 
other parts of the world. 

Our greatly esteemed contemporary The Accountant, how- 
ever, seems to us to have conceived a wrong idea of conditions. 
We quote the following from an editorial on the subject. 


In the third place, while we can quite understand how someone al- 
together ignorant of American conditions might easily make the mis- 
take of supposing that what is regarded as legitimate in the States is 
regarded as equally legitimate in Canada, the offences of which our con- 
temporary complains are obviously such as would not be condoned by any 
professional body, no matter where siytuated. This is not merely (if the 
facts are correctly stated) a matter of distinguishing between refinements 
of American and Canadian practice, but something which should be re- 
pugnant to the good feelings of all right-minded practitioners; some- 
thing which the representatives of high-class firms ought never to 
descend to, even if it were to be sanctioned by local custom. 


We should be loath to believe that accountants in Canada or 
in Great Britain entertain an inferior conception of the ethical 
standards which should be maintained. We are confident that 
the “refinements” of the profession are as high in the British 
dominions as in the United States. Of course there are un- 
worthy members of the accounting profession in every country 
exactly as there are unworthy members of all the other learned 
professions, but it seems to us most unfortunate that a repre- 
sentative organ of accountancy should imagine for a moment that 
the standards differ in different English-speaking countries. 

While we have no wish to indulge in comparisons, however, 
we are impelled to the thought that possibly our contemporary 
may have judged a large portion of the profession by the actions 
of a small minority. 

There has been solicitation of business in Great Britain and 
in the United States, and if we were to enter into an argument 
of comparative nationalities it might lead to unfortunate and 
acrimonious discussion. But this we have no intention of doing. 
Accountancy owes an infinite debt to the fathers of the profes- 
sion in Great Britain; and in America especially we have always 
been ready to admit the obligation. For this reason there has 
been a readiness to overlook the practices of certain British ac- 
countants in America because it has been realized that they are 
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no more representative of the profession in the land of their 
birth than of the profession in the land of their adoption. 





Extraordinary, But is it Unreasonable? 


It required just such a man as that Detroit automobile manu- 
facturer—with more millions of idle cash worrying the hearts 
of Detroit bankers than the owner of them knows what to do 
with—to step suddenly into the limelight of the world and 
defy the economic formulae of the ages. 

This man has more than the accumulation of dollars to back 
him in what must for some time be looked upon as an experiment. 
He has had convincing experience in business; he has acquired 
the wisdom of pleasant association with employes ; he has reaped 
the rewards of the highly-skilled mechanician ; and he has some- 
what solved the problem of making one machine do the work of 
many men without disturbing the nervous system of human 
labor. He seeks broader results by means of higher wage, 
shorter hours, money bonuses, and the sociological uplift of 
those who assist him in the making of more millions. 

The natural instinct of the public has been to criticize the 
wisdom of the act, if not to question its sanity. It was so sud- 
den, so different from what the average man would do. Why 
jeopardize such a vast property, why invite ruin? Will he 
ultimately be looked upon as the one to prove himself a defier 
of the laws of supply and demand, (classifying labor as a com- 
modity), and can he meet the requirements of “artificial interrup- 
tion,” such as may grow out of legislative restrictions or the 
demands of trades unions? 

Whether or not industrial conditions have been so revolu- 
tionized as to fortify the position taken by this Detroit manu- 
facturer, remains to be seen. There are those who pass over the 
sociology and the political economy of the situation, and who 
hold that the chief result may be the securing of a broadly bet- 
ter class of skilled workmen, and that therefore there will be a 
correspondingly greater and better output of finished material. 
Higher wages and profit sharing should work to this advantage. 

The man who is now so prominent before the economic 
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world bluntly declares himself “no philanthropist”; and is a 
“believer in the gospel of goodwill.” He cannot look upon his 
army of workmen “as chattels” because they make profits for 
him. On the contrary they are “commercial assets” upon whom 
he must absolutely depend. And his purpose is “to keep this 
army of men contented, prosperous and faithful.” 

Here is bared the business quality of one of the largest 
individual employers of labor in the United States. All is so 
different from the usual relations between manufacturer, work- 
man and consumer that it is not to be wondered at that it is 
looked upon as almost unbelievable. 





Mexico's Moratorium 


President Huerta’s decree of a moratorium of one year’s 
duration is a rather new thing among the governments of the 
larger class in Latin America. Some of the smaller states have 
had defaulting records that are not entirely enviable, but the 
bigger ones have been fairly faithful in meeting the annual 
charges on their external debts. Yet it is not generally known 
that one of the South American states, within the past six 
months, gave the option to a foreign banking-house, which usually 
floated its loans, of either floating another at a particularly in- 
opportune time or of having a moratorium declared covering a 
period of three years. 

Whether that would have been done, or not, is a question. 
But falling prices often have the same effect on government 
finances as a prolonged civil war. 
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Income Tax Department 
Epitep By Joun B. Niven, C.P.A. 


A further instalment of Treasury Department Rulings in connection 
with the Income Tax Act is published this month. As these rulings in- 
clude the forms for making the return of income to the government it 
may be assumed that the administrative part of the regulations is now 
fully disclosed. The matter presented is as follows: 

Ruling 1920, permits the use of the ordinary or usual business signature 
of owners of bonds, etc. or their duly authorized agents on certificates 
of ownership, and this permission is extended to certificates heretofore 
executed. The point of this ruling is that full christian names need not 
be signed. 

Ruling 1922, exempts from deduction of the tax at the source certain 
municipal district or local bonds and other obligations. This modifies, 
as to deduction at the source only, ruling 1910, heretofore issued. 

Ruling 1923, deals with a provision of the act which has been the 
occasion of much controversy, vizs.: The proper application of the 
statutory exemption from net income for purposes of calculating the 
tax, of $4,000 of the income of married persons. The regulation formerly 
given, and now superseded, did not clearly define the position of the 
treasury department and this ruling has been issued to remedy the defect, 
and though it may not remove all the grounds of argument it certainly 
seems clearly to state the department’s position under all contingencies. 

The ruling extends to each of the spouses the exemption of $3,000 
in cases where the husband and wife are separated and living permanently 
apart; but where they are living together the department takes the posi- 
tion that the husband and wife are entitled to one single exemption 
(amounting to $4,000) from the aggregate net income of both, and no 
more. The single or married status of a person is to be determined as of 
the time of claiming the specific exemption, if within the year of taxa- 
tion, or otherwise the status at the close of the year. 


Returns are required in every case where either the husband or wife 
separately has an income equal to or in excess of $3,000, even though the 
combined income of husband and wife be less than $4,000, and returns 
are likewise required in cases where the aggregate income exceeds $4,000 
although neither husband nor wife separately has an income of $3,000. 

The ruling also specifies that either spouse may make his or her re- 
turn separately or may make one return for the joint incomes—advising, 
however, in event of two returns being made, that they be forwarded to 
the collector together. The ruling then proceeds to state that if the 
combined income exceed $4,000 the spouses are jointly and separately 
liable for the return of the combined income and that they are also jointly 
and separately liable for the payment of the tax. If this latter pro- 
vision is within the act, it might in certain circumstances impose an 
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obligation upon one spouse which he or she, no matter how anxious to do 
so, might be unable to meet. 

Ruling 1926, allows the text of certain forms used by nonresident 
foreigners to be printed in a foreign language directly under each line 
of the English text. 

Ruling 1927, extended to January 20, 1914, the time for filing certain 
monthly list returns. 

Ruling 1928, gives the official number of forms which have been pre- 
scribed by the department for the purposes therein described. Included 
among the forms prescribed are those for making return of net income 
for the purpose of having the tax assessed and these have been divided 
into eight distinctive forms—Nos. 1030 to 1035 inclusive, for various kinds 
of corporations; No. 1040 for individuals or their duly authorized agents; 
and No. 1041 for fiduciaries. As they will be constantly referred to in 
the future, these forms, together with the instructions appended to each 
of them, are also published in this number of Tur JournaL or ACcouUNT- 
ANCY in reduced facsimile and reference is made to them for full details. 


Ruling 1929, gives a form to be used where a collecting agent’s certifi- 
cate is substituted for that of the owners when the owners are fiduciaries 
not claiming exemption at the source. 

Ruling 1932, contains only instructions relative to the duties of income 
tax agents and inspectors in administering the act and therefore does 
not so directly concern the general public; but it is also published here as 
it may be interesting for individuals and corporation officials, etc. to 
know what general authority is given to such agents and inspectors with 
reference to the investigation and scrutiny of the returns and examination 
of the private records of taxpayers. 

Ruling 1933, gives a ruling on the position of mutual telephone com- 
panies and like organizations under the Law. 

Ruling 1934, holds that individuals whose net income is $2,500 or more 
for the ten months ending December 3!st, 1913 must make a return for 
that period. 

Ruling 1936. Under this heading the department publishes the decision 
of court in a case under the corporation tax act and, as a matter of record 
on account of the points raised in the decision, there has been published 
along with the rulings in this number of Ture Journat the rubric of the 
ruling and a summary of the case. The decision is too voluminous to 
print in full. 





TREASURY RULINGS 
(T. D. 1920 December 20, 1913) 


Certificates of ownership heretofore executed, or which may hereafter be 
executed, by the owners of bonds, etc., or their duly authorized agents, 
need not be signed with the full christian name of the owner or agent, 
but the said owner or agent may use his ordinary or usual business 
signature. 
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Certificates of ownership, heretofore executed by the owners of 
bonds, etc., or their duly authorized agents, in compliance with the 
income-tax regulations, and signed either with the christian name or 
the ordinary or usual business signature, and giving the full address 
of the owner, shall be accepted by debtor organizations or their duly 
authorized withholding agents. 

Hereafter it will not be required that ownership certificates be 
signed with the full Christian names of the owners by the owners 
or their duly authorized agents, but the said owners or agents may 
use their ordinary or usual business signatures, provided it identifies 
them and is accompanied by their complete address. 





(T. D. 1922 December 24, 1913) 


Collection at the source of income tax from certain municipal district or 
local bonds and other obligations. 


Until January 15, 1914, and thereafter until further instructions 
are issued, the income derived in the shape of interest from the obli- 
gations, general or special, of any state, or of any county, munici- 
pality, or taxing district therein, shall be exempt from the collec- 
tion of the income tax at the source, whether the payment of such 
obligation is provided for by general or local taxation or out of a 
general, special, or separate fund. 

Any regulation or ruling of the Bureau of Internal Revenue in 
conflict herewith is hereby suspended as above provided. 





(T. D. 1923 December 27, 1913) 


Regulations regarding the specific deduction provided for under para- 
graph C of the provisions of section E of the income-tax law of 
October 3, 1913, relative to the returns of husband and wife. 


Every single person and every married person not living with hus- 
band or wife in the sense below defined who has a net income 
exceeding $3,000 per annum is liable to pay the normal income tax 
under this law, but in making return for such tax may claim an 
exemption of $3,000 from their total net income. 

Husband and wife living together are entitled to an exemption of 
$4,000 only from the aggregate net income of both, which may be 
deducted in making the return of such aggregate income for taxation. 
However, when the husband and wife are separated and living per- 
manently apart from each other each shall be entitled to the exemp- 
tion of $3,000. 

If the husband and wife not living apart have separate estates, the 
income from both may be made on one return, but the amount of 
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income of each and the full name and address of both must be shown 
in such return. 

The husband, as the head and legal representative of the house- 
hold and general custodian of its income, should make and render 
the return of the aggregate income of himself and wife, and for the 
purpose of levying the income tax it is assumed that he can ascertain 
the total amount of said income. 

If a wife has a separate estate managed by herself as her own 
separate property and receives an income of more than $3,000, she 
may make return of her own income, and if the husband has other 
net income, making the aggregate of both incomes more than $4,000, 
the wife’s return should be attached to the return of her husband, 
or his income should be included in her return, in order that a deduc- 
tion of $4,000 may be made from the aggregate of both incomes. The 
tax in such case, however, will be imposed only upon so much of the 
aggregate income of both as shall exceed $4,000. 

If either husband or wife separately has an income equal to or in 
excess of $3,000, a return of annual net income is required under the 
law, and such return must include the income of both, and in such 
case the return must be made even though the combined income of 
both be less than $4,000. 

If the aggregate net income of both exceeds $4,000, an annual re- 
turn of their combined incomes must be made in the manner stated, 
although neither one separately has an income of $3,000 per annum. 
They are jointly and separately liable for such return and for the 
payment of the tax. 

The single or married status of the person claiming the specific 
exemption shall be determined as of the time of claiming such exemp- 
tion if such claim be made within the year for which return is made 
otherwise the status at the close of the year. 

These regulations hereby supersede the regulations relative to par- 
agraph C of the income-tax law, as prescribed on page 4 of Regula- 
tions, part 2, issued under date of October 31, 1913. 





(T. D. 1926 December 30, 1913) 


Regulations permitting text of certificates of ownership, 1004, 1014 and 
1o16, used by nonresident foreign individuals, partnerships, and or- 
ganizations, to be printed in foreign language directly under the Eng- 
lish text of said certificates. 


Certificates of ownership required to be filed with interest coupons 
or orders for registered interest by nonresident foreigners on form 
1004, by foreign partnerships on form 1014, and by foreign organiza- 
tions on form 1016 shall be printed, as prescribed by regulations, in 
the English language, and directly under each line of the English 
text on each of the above-mentioned certificates there may be printed 
the text of said certificate in a foreign language. 
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In executing these certificates, however, all blanks to be filled in, 
with amounts, shall be filled in, using United States dollar values. 

These certificates shall be of the same size as prescribed by regula- 
tions for all certificates of ownership. 





(T. D. 1927 January 2, 1914) 


Extension of time for filing monthly list returns by the first bank or col- 
lection agency receiving coupons or interest orders for collection, 
when not accompanied by a certificate of ownership, and monthly list 
return required to be filed by licensed bank or collection agency col- 
lecting income from bonds, etc., issued in a foreign country, in ac- 
cordance with the requirements of section 2, act of October 3, 1913 
(T. D. 1887). 


The time for filing the (a) monthly list return required of the first 
bank or collection agency accepting coupons or interest orders for 
collection, when not accompanied by a certificate of ownership, and 
the (b) monthly list return required of licensed banks or collection 
agencies collecting incomes from bonds, etc., issued in a foreign 
country, as provided in T. D. 1887 (pp. 5 and 6), which are required 
to be filed on the 20th day of the month next succeeding that in which 
said items were received, is hereby extended to January 20, 1914. 





(T. D. 1928 January 2, 1914) 


Regulation prescribing additional forms on which to make returns of an- 
nual net income for the income tax. 


The forms numbered and described below, in addition to those 
previously approved, are prescribed by this department for the pur- 
poses indicated in connection with the administration of the Federal 
income-tax law (sec. 2 of the act of Oct. 3, 1913): 

Forms 1030, 1031, 1032, 1033, 1034, and 1035 are to be used by cor- 
porations in making their returns of annual net income, as follows: 
No. 1030 by insurance companies; No. 1031 by banks and other 
financial institutions (class A); No. 1032 by public service corpora- 
tions (class B); No. 1033 by manufacturing corporations (class C) ; 
No. 1034 by mercantile corporations (class D); No. 1035 by miscel- 
laneous corporations (class E). 

Form 1040 is to be used by individuals, or their duly authorized 
agents, in making the personal return of annual net income. 


Form 1041 is to be used by fiduciaries in making returns of annual 
net income in behalf of their beneficiaries and as withholding agents. 


Form 1042 is the annual list return of withholding agents of taxes 
withheld by them on income other than that derived from corporate 
obligations. 
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Form 1043 is a monthly list return of taxes withheld on foreign 
income by licensed banks or collecting agents. 

Form 1043a is the annual list return to be made by licensed banks 
and collecting agents of taxes withheld by them during the year on 
foreign items. 

Form 1044 is a monthly list return of taxes withheld by the first 
bank or collecting agency receiving coupons or interest orders not 
accompanied by certificates of owners. 

Form 1044a is the annual list return of taxes withheld during the 
year by the first bank or collecting agency receiving coupons or in- 
terest orders not accompanied by certificates of owners. 

Form 23a will be used by collectors in listing, for assessment, the 
corporations showing net income upon which the tax is to be com- 
puted, this form to be prepared in duplicate. 

Form 236 will be used by collectors in listing, for assessment, with- 
holding agents, fiduciaries, etc., and individuals who return a taxable 
income. 





(T. D. 1929 January 3, 1914) 


Supplemental regulations prescribing form of certificate to be attached to 
interest coupons in cases where the collecting agent’s certificate is 
substituted for the certificate of the owners, when said owners are 
fiduciaries not claiming exemption at source. 


Subject to the provisions of the regulations in T. D. 1903, dated 
November 28, 1913, collecting agents may substitute form tIol!ga, 
properly filled in and numbered, for the certificate of the owner on 
form I019. 

When collecting agents substitute their own certificate in lieu of 
owner’s certificate on form 1019, said substitute certificate shall be in 
substantially the following form: 


(Form t1o19a) 


Form of certificate to be attached to interest coupons in cases where the 
collecting agent’s certificate is substituted for the certificate 
of the owners. 


(When owners are fiduciaries) 


(The owner’s certificate, of which the following certificate is the 
counterpart, and bears the same number as this certificate, will be sent 
by the collecting agent direct to the Commissioner of Internal Revenue at 
Washington, as prescribed by regulations.) 


OO eee (Name of collecting agent), do solemly declare that 
the owner of $...... bonds of the ......... (Name of debtor organiza- 
tion), from which were detached the accompanying interest coupons due 
(Maturity), 191.., amounting to $..., has filed with me (us) a duly 
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executed certificate filled up in accordance with Treasury Regulations 
of December 8, 1913, Form No. 1019, which certificate has been indorsed 
by me (us) as follows: “Owner’s certificate No....... .......-- (Name 
of collecting agency), ......... (Date, 191...,” that said certificate is 
executed by a fiduciary, and that the fiduciary, acting for and in the 
capacity as stated therein, did not claim any exemption from having the 
normal tax of I per cent withheld from said income by the debtor at the 
source; and I (we) do hereby promise and pledge myself (ourselves) 
to forward the above-described certificate executed by the owners as 
stated and dated...... APE OS , 191..., to the Commissioner of Internal 
Revenue, at Washington, D. C., not later than the 20th day of next 
month, in accordance with Treasury Regulations. 

Sepnatere GF COUCCHINE BRCMES on occcascccccscnesind choccieccces 

SNS os sancethsucnece . eee eee Se Seas Rae ean 





(T. D. 1932 January 13, 1914.) 
Instructions relative to assignment to duty of income-tax appointees. 


Revenue agents in charge of revenue agents’ divisions and income- 
tax revenue agents and inspectors are hereby instructed as follows: 

1. Income-tax agents and inspectors appointed under the provisions 
of the act of October 3, 1913, and paid from the appropriation for col- 
lecting the income tax will be assigned to duty under the supervision of 
agents in charge of revenue agents’ divisions. 

2. Persons appointed either as income-tax agents or income-tax in- 
spectors, when the appointment is sent from this office, will be instructed 
by letter to report to one of the division revenue agents for duty, and until 
otherwise ordered may report either in person or by letter, and if by letter 
await the instructions of the agent in charge of the division to which they 
are assigned. 

3. Officers of this class are expected to perform the duties of their 
offices where their services are required, but for the present, and until 
they become somewhat familiar with the duties of their places, they will 
be assigned to the revenue agent in charge of the division embracing their 
legal residence. 

4. Income-tax agents and inspectors will be expected to confine their 
operations to income-tax work so long as there is income-tax work to 
be performed, and division agents are admonished not to employ officers 
of this class for the general or ordinary work of the bureau except 
when their services are not required on income-tax work. 

5. The duties of officers of this class are to ascertain and report the 
names of persons who in their opinion are liable to the income tax and who 
have failed to make return as required by law; to inquire into income-tax 
returns where there is any suspicion that the return made is erroneous; 
to examine the books and accounts of persons who have made returns 
for the purpose of ascertaining and reporting as to whether the law has 
been complied with, when so ordered by the agent in charge of the division 
to which they are assigned; to inquire into the manner in which income- 
tax employees are discharging their official duties and to report those 
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who have failed in this respect. For the purpose of securing such infor- 
mation as they may desire they may visit the office of any state, county, 
or municipal officer, and for the general purpose of their employment may 
confer with any collector or deputy collector of internal revenue within 
the territory in which they are authorized to operate. 

6. The reports of these officers should be made to the agent in charge 
of the division to which they are assigned, who in turn will report to the 
Commissioner of Internal Revenue and the collector of the proper dictrict. 

7. In the discharge of their official duties officers of this class, as well 
as all officers of the Internal-Revenue Bureau in making inquiries and 
investigations are expected to exercise sound discretion, treat all persons 
with due courtesy, and, while acting firmly and courageously, to avoid all 
contention or controversy that would give just ground for complaint. 





(T. D. 1933 January 12, 1914) 


Mutual telephone companies, mutual insurance companies, and like organ- 
izations whose status, under the law, is not dependent upon whether 
or not they are organized for profit, and not being specifically enu- 
merated as exempt, must make returns of annual net income pursuant 
to the requirements of section 2, act of October 3, 1913. 


Letier to Collector of Internal Revenue, Omaha, Neb. 

This office is in receipt of your letter of the 31st ultimo, asking advice 
as to whether or not mutual telephone companies will be required to file 
returns of annual net income under the provisions of section 2, act of 
October 3, 1913. 

In reply you are informed that under the provisions of the act above 
cited, every corporation, joint-stock company, and every insurance com- 
pany, no matter how created or organized, is subject to the income tax 
and will be required to make returns of annual net income, except such 
as are specifically enumerated in the act as exempt from its provisions. 
In the list of those so enumerated as exempt do not appear mutual tele- 
phone companies or similar organizations. 

Since under this act no exemption is provided, either express or im- 
plied, for mutual telephone and like companies, and liability is not de- 
pendent upon whether or not the corporation is organized for profit, 
it is held that all corporations not specifically enumerated as exempt will 
be required to make returns of annual net income and to pay any tax 
that may be assessed upon the net income returned. 

This ruling will comprehend all telephone companies, local insurance 
companies, and like corporations whether or not they are organized 
primarily for the mutual benefit of their members. 





(T. D. 1934 January 16, 1914) 


Individuals whose net income from March 1 to December 31, 1913, both 
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dates inclusive, is $2,500 or more must make returns of annual net 
income for 1913. 


Section 2, act of October 3, 1913, provides that on or before the rst 
day of March, 1914, and the 1st day of March in each year thereafter, 
a true and accurate return, under oath or affirmation, shall be made to 
the collector of internal revenue by each person of lawful age who may 
be subject to the tax imposed by this section who has a net income of 
$3,000 or over for the taxable year. 

It is further provided that for the year ending December 31, 1913, 
the tax shall be computed on the net income accruing from March 1 to 
December 31, 1913, both dates inclusive, after deducting five-sixths only 
of the specific exemption and deductions allowable for an entire taxable 
year. 

Since the return of annual net income for the year 1913, as applied 
to individuals, is for but five-sixths of the calendar year, and as the law 
provides that returns shall be made on the basis of five-sixths of the year, 
it is held that individuals whose net income is $2,500 or more for the 
10 months constituting the taxable period of 1913 shall make returns of 
annual net income in accordance with the general provisions of the law 
covering the 1913 taxable period. 





(T. D. 1936 January 20, 1914) 
Special excise tax on corporations—Decision of court. 


1. Taxes Due From STOCKHOLDERS. 

The State tax on capital stock of banks under the Massachusetts 
statute falls directly on the stockholders, and these taxes can not be 
legally deducted from gross income in returns made by banks under 
the corporation tax act. The tax is not upon the banks, and in paying 
it they act as agents. T. D. 1763 sustained. 

2. RETURNS. 

The Commissioner of Internal Revenue, upon evidence produced 
before him, is authorized to amend incorrect returns, or make a return, 
as the case may be. 

3. ASSESSMENTS. 

The Commissioner of Internal Revenue is authorized to make ad- 
ditional assessments after the taxes have been assessed and paid on 
the original returns, even though the errors in the original returns were 
made without any intention to deceive or mislead. 

4. THE Taree Years’ LimIraTION. 

The statute does not require the additional assessment to be made 
within the three years’ period. The limitation is upon the discovery 
of error by the commissioner of internal revenue within three years. 
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The foregoing rubric is followed in the official publication under this 
ruling by an extended report of the case of Eliot National bank vs. 
James D. Gill, Collector before the United States District Court for the 
District of Massachusetts, Dec. 29, 1913, but it has not been considered 
necessary to print the same here in full. The following summary is, 
however, presented: 

In this case the plaintiff seeks to recover certain sums which represent 
certain taxes paid by the plaintiff for the years 1909, 1910, and IoII, 
under the provisions of the corporation-tax law of August 5, 1909. 

The plaintiff is a national bank, located and doing business in the 
city of Boston. On May 1, 1909, and on April 1, 1910 and to11, the 
shares of the capital stock of the bank were assessed by the city of Bos- 
ton, under the provisions of revised laws of Massachusetts. 

Returns were made by the plaintiff to the collector of internal revenue 
for the three years in question for the assessment of the corporation tax, 
and taxes based upon such returns were levied and paid. On or before 
February 27, 1913, the commissioner of internal revenue discovered that 
in making these returns the bank had deducted from its gross income the 
amount of taxes paid by it each year to the city of Boston. Thereupon 
the commissioner, having made or caused to be made an amended re- 
turn, assessed an additional tax for each year upon the amounts so de- 
ducted, which additional taxes the bank paid under protest. This suit 
was brought to recover the sums so paid. 

The decision of the court on the points raised is indicated in the 
rubric. 
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(OBE FULED Im BY COLLECTORS. Form 1030. TO BE FILLED 16 BY INTERNAL REVENUE BUREAU. 
’ THE PENALTY 
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a COLLECTOR OF INTERNAL REVENUE ON OR BEFORE MARCH | nearest 


a : On Met fo THE CLOSE OF THE FISCAL 
Penn EE Tee no oo ._-- i. 
UNITED STATES INTERNAL REVENUE. 


RETURN OF ANNUAL NET INCOME. 
(Section 2, Act of Congress approved October 3, 1915.) 


INSURANCE COMPANIES. 
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(The ‘‘ year” as hereinafter used means the calendar year ox fiscal year ag the case may be.) 


1. Total amount of paid-ap capital stock outstanding, or, if no. capital stock the capital ital employed in 
business, at close of the year above stated. (See Recon sivemeal this Seaeiat emalores ip Dcininciieceicrsedts ee 


2. Total amount of bonded and other indebted itstanding at close of year. (See Note 9)........ * a 











3. Gross Income (see Note A, and instructions, paragraphs 10, 18, 21, 22, 23, 25, and 26)... ---.--.-— Bceepeeneeenereeenereeme eevee 

DEDUCTIONS. 
necessary expemses of mainte- 
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BXCLUSIVE OF INTEREST PAYMENTS. ( > ee Sa en — 
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the tinued use or p ion of the property. (See Note 12 on 
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4. (a) Total amount of all the ordinary and 
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(6) Total amount of depreciation for the year. (See Note 18).......... eee wa 


(c) Total amount (other than dividends) paid within the year on policy 
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(d) Total amount of net addition required. by law to be made within the 
year to reserve fund. (See Note 28).................--...-----+-- en 


(e) Amounts of premiums repaid to icy holders and interest paid 
thereon (applicable only to Mutoal Macine I panies)... 
6. (2) Total amount of interest accrued and paid within the year on an 
amount of bonded or other indebtedness not one-half of the gum of its interest- 
and its paid-up capital stock outstanding at theclose of the yeat.. $2 .....______....__..... 
() Total amount of interest ived upon obligati fa State litical 
subdivision thereof and upon the obli of the United States or 
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7. (@) Total taxes paid during the imposed under authority of the 
United A md any State or Territory thereof: (See Note 20)..... asicccnnthneninenenae 
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INSTRUCTIONS. 





SERCIAL NOTICE.—THIS FORM, PROPERLY FILLED OUT AND EXECUTED, MUST BE IN THE HANDS OF THE COLLECTOR OF INTERNAL. 
Rev FOR THE DASTRICT IN WHICH IS LOCATED THE PRINCIPAL BUSINESS OFFICE OF THE CORPORATION MAKING TRE RETURN, 
@N GR BEFORE MARCH 1, IN CASE THE RETUBN IS BASED ON THE CALENDAR YBAR, OR WITHIN 60 DAYS AFTER THE EXPIRATION 
OF THE FISCAL YEAR IN CASE THE RETURN IS MADE ON THAT BASIS. 

POR FAILURE TO COMPLY WITH THIS PROVISION OF THE LAW, THE AMOUNT OF THE ASSESSMENT IS INCREASED 50 PER CENT 
AND LIABILITY TO A SPRCEFIC PENALTY NOT EXCEEDING $10,000 IS INCURRED. 


1 Retare of annual ort uncome of corporations should be made on forme 
oecectfbed by the Treasery Department and dhould be filed with the Collestar 
ot Tnternal Revenue of the district in which such corporatoas have their priaci- 
pat places of busines 

2 Before transmittuag euch returns to the collectors they must be veritied 
by wwo officers of the corporation, that um, by two iddividuals, each holding « 
4iiferent official title, namely: the President, Vice President, or other principal 
eflicer, and its Treasurer or Actintant Treasurer, or Chief Pinancial Officer 

3. The affidavat of verification must be made before a Notary Public er some 
other officer qualified to adeimeter oaths, and the seal of the attesting afficer, if 
euch officer w required by law to have « seal, must be umpreased on the return ip 
the apace reserved for that purpose 

4. Wader the provisions of the law, the return must be wue and accurate ia 
every respect and must disclose all the income arusng, accruing, or received from 
all sources duriag the year for wluch the return is made 

5. Uf the return is based upon the business tranmeted during the calendar 
year, it dhould be Gled with the collector on or before the fret day of March next 
succeeding eeck catendar year [I/ it is made on the bas of business tranmoted 
during a Gecet year, or consecuuve twelve months peried other than the calendar 
year, duly Gesigmated in accordance with the law and the regulktions, the retura 
must be filed with the collector on or before the last day of the 60-day peried next 
foilownng the date dengnated as the close of Uke fiscal year 

6. Ta case of sickness or absence of an officer required two verify the return, 
the collector of the district is authorized to extend the time for filing suck retern 
aot exceeding thirty daye from the date when such return & otherwise due 
Apphcation for such extension must be made prior to the date when the retura 
2» due 

7 The princepal piace of bumness as used in the act and im these regulanons 
is held to mean the place or office in which the books of account and other data to 
be used = preparing the return of engual net income are ordinarily kept. 

8. Item No. 1 of the achedule on the reverse side of this form should not 
include unissued er wensury stock, but only such stock as has actyally been 
issued and for which payment has been received, or in case no stock is imued, 
there should be reported under this item the amount of capital actually employed 
im the busines and property of the corporation 

{cases wherein the capttal stock is usued payable in installments er upon 
asecsment, only se much of the capital as has been actually paid im upon such ~ 
instalments or asessments should be reported under this item 

9. Item Ne. 2 should inclade all interest-bearing indebtedness for the pay- 
ment of which the corporation or its property is bound. In case of 
corporations and like financial institutions, deposits should not be reported as 
indebtedness under this head 

10. Item No. 3 of the return form (gross income) should include all income 
derived from the operations and management of the business and properties, 
together with all actual increases in value by appraisement, adjustment, or other- 
wise in the value of the amsets which have been taken up on the books as income 
or credited to profit and loss during the year _In the case of a corporation ongan- 
ized, authorized, or existing under the laws of any foreign country, the grows 
income to be returned is the grows amount of its income for the year, resulting from 
business transacted and capital invested within the United States 

1 Item No. 4(4)should include the total amount of all ordinary and mecessary 
expenses peid out of earnings in the operation of the business and properties of 
the corporation, ec _, exclusive of interest and other payments to be listed under 
their respective heads on the return forms 

12. Item No. 4) should include all rentals or other payments required to 
be made as a condition to the continued use or pomession of the property; that 
is tosay, in cases where interest on a mortgage on property occupied or used by the 
corporation is paid as a condition to its possegien and use, thus becoming in the 
uature of a rental charge, such interest charge may be included in the deduction 
under this item. Mortgage indebtedness, assumed or unassumed, on property to 
Which the corporation has taken or is taking title, or in which it has an equity, 
er in the acquirement of which the mortgage was considered a part of the purchase 
price, is held to be a debt of the corporation, and interest paid on such indebted- 
gems will be deductible only under ltem 6 of the return, and, together with other 
iaterest charges, must not exceed the limit fixed by the law for such interest 
deductions 

13. The amount claimed under Item No. 5(b) for depreciation should be such 
a2 amount as measures the lows which the corporation actually sustains during the 
year in the value of buildings, machinery, yt ee 
to depreciation oa account of wear and tear, exhaustion, or obsolescence 
amount taken credit for om this account in order to be allowable should hn 
eutered on the books as to constitute and show as a liability against the assets of 
the corporation The amount claimed under this item should pot cover losses in 








the value of stocks aad beads. The change in the value of stocks and bonds is 
properly takee ep m the mventoriecs or annual adju-iment in the value of such 
securities and the income or losses indicated by thy adjustment may be accounted 
for accordingly 

14. Where depreciation of physical property is made good by renewals, 
teplacementa, repairs, ete., aod the expense of such renewals, replacements, 
repairs, etc, is charged to the gencral expense account, no deduction for depre- 
ciation cap be made in the return of annual net income. Where a depreciation 
reserve is set wp, all renewals and replacements must be charged to such reserve 
and the addition to this reserve each year must be a fair measure of the low which 
the corparatien sustains by reason of the depreciation of ite property 

18 The amount of interest deductible is tLe amount of wterest accrued and 
paid within the year on its bended or other indebtedness vot exceeding one-half 
af the sum of its interest-bearing indebtedness and its paid-up capital stock out- 
etanding at the clase of the year, or if no capital stock, the amount of interest paid 
within the year on ap amount of indebtedness not exceeding the amount of capital 
employed in the business at the close of the year; ur in case of a corporation, joint 
stock company, or association, or insurance company organwed under (he laws of @ 
Sarcryn commiry, interest cp paid « its bonded or vther iodebiedness to un amount 
of each bonded or other i Bot ding the propor of its paid-up 
capital stock outstanding at the close of the year, or if no capital stock, the amount 
af capstal employed in the business al the close of the year, which the gross amount of 
ts wncome for the year from business transacted and capual invested wihrn the Unued 
States bears to the goss amownt of ils sncome derived from all sources within and 
without the Unuied States 

AH interest deductions must be claimed under Item 6 ov the return form 

16. Dawidends declared or paid are not deductible from grues income 

17. Dividends received upeo the etock of other corperations must be included 
iD grow income and, urder the provisions of the law, are not deductible therefrom 
in the ascertainment of the pet income on which the tax 1s computed 

18. Interest received upon the obligations of a State or any political sub- 
division thereof and upon the obligations of the United States or its pomesions 
should be inciuded in gross income, as wel! as al! other interest due and accrued 
during the period for which return is made 

19 Accrued terest is considered to be interest due aad payable, except is 
the cases of banking or other similar institutions which close ther accounts on 
the basis of the interest earned. In al! cases the accrued interest shall be reported 
om the basis on which the books are closed 

20. Taxes for which credit may be taken in the return are such taxes, actually 
paid within the year, as are imposed by authority of the United States or of any 
State or Terntory thereof, or by the government of any foreign country, not includ- 
ing taxes paid by a corporation, pursuant to guaranty, on ite bonds or the incoine 
therefrom and net including those taxes assessed against loval benefits. A reserve 
for taxes as such is not deductible, but only taxes actually paid 

MM Reinsurance (except as provided by Note 23) and return premiums should 
not be included in either gross income or deductions; as “net written premiums,” 
agreeing with report to States, should be chown 

22. Mutual fire insurance companies which require their members to mak« 
premium deposits to provide for lowes and expenses need pot return as income 
any portion of the premium depomts returned to their policyholders. 

23. Matual marine insurance companies shall include in their return of gross 
income the gross premiums collected and received by them, /ess reinsurance. 
(See Note 21.) 

24 Mutual marine insurance companies are entitled to deduct from grom 
income amounts repaid to policyholders on account of premiums previously paid 
by them and interest paid upon such amounts between (he ascertanment thereof 
and the payment thereof 

25. Life insurance companies need not include as income uw any year such 
portion of any actual premium received from any individual policy holder as hall 
have been paid back or credited to such individual! policyholder, or treated as an 
abatement of premium of such individual policyholder within such year 

26. Mutual fire insurance companies must return a» income such portions of 
premium deposits as are retained by the companies for purposes other than the 
payment of lomes and expenses and reusurance reserves 

27. The deduction allowed under the act of August 5, 1900, of amounts 
received ae dividends upon stock of ojher corporations subject to the tax thereia 
imposed ie not allowed under the act of October 3, 1913 

28. In the case of assessment insurance companies, whether domestic or 
foreign, the actual deposits of sums with the State or Territorial officers pursuant 
to law, as additions to guarantee or reserve funds shal! be treated as being pay- 
raents required by law to reserve funds. ee 
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Income Tax Department 


TO GE FULLED IN BY COLLECTORS. Form 1031. TO BE FILLED IM BY INTERNAL REVENUE BUREAU. 
“HE PERALTY fer failure te heave this Retere 
es Class -...... = im the hands of the Gollecter of teternat . 
Revenue on or before March 1, or within eo Assessment Lisi dT 
_ ....- District of .. @ays after the clese ef the fiscal yoar, is o 
sum sot excecding $10,000. 


Date received... WS (See lnctrections on other side.) Page = 
UNITED STATES INTERNAL REVENUE. 


RETURN OF ANNUAL NET INCOME. 


(Section 2, Act of Congress approved October 3, 1913.) 
BANKS AND OTHER FINANCIAL INSTITUTIONS. 
RETURN OF WET INCOME recerved during the | year ended onde 191 
Parenter : ~ Gilame of basking or other Goaccia! iusttation.) 
@ corporation, the principal place of business of which is located at 


ee We a LA CC 
{The “ year” as hereinafter used means the calendar year or flecal year as the case may be.) 











(street aod Be 





1 Total] amount of paid-up capital stock outstanding at close of the year, or if no capital stock, the 











capital employed in the business at the close of the year ...........-..-.-----+-----------+-- a ae 

2. Total amount ef bonded and other indebted tetanding at close of year................. oe $____-____...._-__ 

3. Gross Incomsm (see Note A, and instructions, paragraphs 10, 17, 18, and 19) ..................-... & SY RES 
DEDUCTIONS. 


° 


(a) Total amount of all the ordinary and necessary expenses paid within 
the year in the maintenance and operation of the business and prop- 
erties of the corporation EXCLUSIVS OF INTEREST PAYMENTS. (See 


Note B) 
(® All rentals or other payments required to be made as a condition to 
the inued use or i 


ti or p of the property. (See paragraph 12 
mate. 6p cctnens nhbtiwessacenienceniens $. 





bal 


(a) Total amount of losses sustained during the year not compensated by 
Rs cng ocnccnnsecsncsccctekantiegreuhinttaine Bune 


@) Total amount of depreciation for the year. .................----..--. $.. 


(a) Total amount of interest, exclusive of interest on deposits, accrued and 
id witbin the year on an amount of bonded or other indebtedness nos one- 
{ of the eum of ita interest-bearing indebtedness and its paid-op capital stock out- 
standing at the close of the ; or if no capital stock, the amount of interest paid 
within the year on ‘an amount of its indebeedosas exceeding the amount of capital 
employed ia the business at the close of the year. ...... 1... 12... -- 22+. cone seenne . 


g} Total amount of interest paid within the year on deposits..........-- $. 
‘c) Total amount of interest received upon obligations of a State or political 
subdivision thereof, and upon the obligations of the United States 
or its possessions. ....... vdubiepacatgaes hbdteeneatadhochabe nouns 


ral 


(a) Total taxes paid during the year imposed under authority of the 
United States or any State or Territory thereof ............... .... Cann 


(&) Foreign taxes paid. .................... chostuncashenss cossvesces © 


Tora, Depuctioxs 


, 





© 


Net income on which tax at ! per centum is caleulated. .. ‘ ————— 





State or —— 7 ~-----, County of 
ee 


the = & corp ion, whose return of annual net income is st forth above, being 
severally duly sworn, each for himself, deposes and says that the Seegeing syst and the several items therein set forth 

his best knowledge and belief and from such information as he has been able to obtain, true and correct in each and every 

ular; that the amount of gross income therein set forth is the full amount of gross income, without any dedi s 
received from all sources by the said corporation during the year stated, and that the net income therein set forth is the fal} amount 
upon which the tax at 1 per centum is to be calculated and assessed. 





SWORN AND suBSCRIBED to before me this... 





























| ae Presdent. 
morh 
OFFICER 
AKING 
AFFIOAVIT. 
Treasurer. 
oe an 
N A.—Grom income shal] consist .of the total revenues derived from the operation and management of its business end properties, together 
oo eras ot ncene Sram cthas commen, inciting <ividends received on stack of other whereby te he a or tu ead tert real 
upon obligations of « State or political ion thereof, and upon the obligations of the States or ite pomemsions, ss shown by entries upon its 


Novs B —The deductions authorized shall include all expense items under the various heads acknowledged as liabilities by the corporation making the 
and entered upon tt beshe dusing the your. Amountsof income i pring dreads on pond, peed wt omen Termanent tnpreremedis 
or betterments, etc., or in any way transferred to} capital account, Ro: in ascertaining annual net income. Interest on mortgage 
= ee 6 ee eS sees - ~ Sate ry yy 

aired a2 8 condition continued use posession property. ~ ie etated seperated 

Item 4 (>). (See paragraph 12 on reverse of this form.) “has” 
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INSTRUCTIONS. 





SPROIAL NOTICR.—THIS FORM, PROPERLY FILLED OUT AND EXECUTED, MUST BE IN THE HANDS OF THE COLLECTOR OF INTERNAL 
REVENUE FOR THE DISTRICT IN WHICH IS LOCATED THE PRINCIPAL BUSINESS OFFICE OF THE CORPORATION MAKING THE 
RETURN, ON OR BEFORE MARCH 1, IN CASE THE RETURN IS BASED ON THE CALENDAR YEAR, O§ WITHIN 60 DAYS AFTER THE RXPI- 
RATION OF THE FISCAL YEAR IN CASE THE RETURN IS MADE ON THAT BASIS. 

FOR FAILURE TO COMPLY WITH THIS PROVISION OF THE LAW, THE AMOUNT OF. THE ASSESSMENT 18 INCREASED 60 PER CENT 
AND LIABILITY TO A SPECIFIC PENALTY NOT EXCERDING $10,000 IS INCURRED. 


1. This return of annual nt income should be filed with the Collector of Later- 
nal Revenue of the district in which the corporation has ite principal place of 
busines, 

2. The principal place of business as used in the act and in these regulations 
is held to mean the place in which the books of account and other data to be used 
in preparing the return of annual net income are ordinarily kept. 

3. Returns must be verified by two officers of the corporation; that is, hy two 
individuals, namely, the president, vice president, or other principal officer, 
end treasurer or assistant treasurer, or chief financial officer. 

4. The affidavit of verification must be made before @ notary public or some 
other officer qualified to administer oaths, and the seal of the attesting officer, 
if euch officer is required by law to have a seal, must be impressed on thie return 
in the space reserved for that purpose. 

5. The return must be true and accurate in every reapect and must disclose 
ali the income arising, accruing, or received from ai! sources during the year for 
which the return is made. 

6. If the return is based upon the calendar year it should be filed with the 
collector on or before the first day of March next succeeding such calendar year. 
I it is made on the basis of business transacted during « fiscal year, duly deaig- 
nated in accordance with the law and the regulations, the return must be Bled 
with the collector on or before the last day of the 60-day period nert following the 
date designated as the close of the fiscal year. 

7. In case of sickness or absence of an officer required to verify the return, the 
collector of the district is authorized to extend the time fov filing such return 
not exceeding 30 days from the date when such return is otherwise due. Appli- 
cation for such extension should be ma:'e prior to the date when the return is 
due, or within the thirty-day period for which such extension is desired and can 
be granted. 

8. Item No. 1 of the schedule on the obverse of thts form should not include 
unissued or treasury stock, but only such stock as has actually been issued and 
for which payment hae been received; or, in case no stock is issued, there should 
be .eported under this item the amount of capital actually employed in the 
perme tnd we Nome In casea wherein the capital stock 
is iamed pe yable in installm only #0 much of the capital 
ethastan tahedy Gi e qm exh tattienaioes emanated te 
reported under this item. 

9. Item No 2 should include all interest-bearing indebtedness for the pay- 
ment of which the corporation or its property is bound. In case of banking 
corporations and like financial institutions, déposite should not be reported as 
indebtedness under this head. 

10. Item No. 3 cf the return form (gross income) should include all income 
derived from the op and ne" of the business and properties, 
together with all actual increases in value by appraisement, edjustmcat, or 
otherwise in the value of the assets which have been taken up on the books as 
income or credited to profit and los during the year. In the case of a corpors- 
tion organized, authorized, or existing under the laws of any foreign country, 
the grom income to be retumed is the gross amount of its income for the year 
resulting from business transacted and capital invested within the United Siates. 

11. Item No. 4 (a) should include the total amount of al! ordinary and necessary 
expences paid out of earnings in the and operation of the business 
and properties of the corporation, etc., exclusive of interest and other payments 
to be listed under their reapective heads on the refurn forms, 

12. Item No. 4 (6) ehould include all rentals or other payments required to be 
made as a cundition to the continued use or possession ‘of the property. Tn casee 
where interest on a mortgage on property occupied or used by the 
is paid as a condition to its possession and usc, thus becoming in the nature af a 
rental charge, such interest charge may be included in the deduction under 
this item. Mortgage indebtedness, assumed or unassumed, on property to which 
the corporation has taken or is taking title, or in which it has an equity, or in 
the acquirement of which the mortgage was considered a part of the purchase 
price, is held to be a debt of the corporation and interest paid on such indebted- 
ness will be deductible only under Item 6 of the return. 

138. The amount claimed under Item No. 5 (6) for depreciation should be such 
@n amount as measures the lows which the corpuration actuslly sustains during 
the year in the value of buildings, machinery, and such other property as is 
subject to depreciation on account of wear and tear, exhaustion, or obsolescence. 








138 





The amount taken credit lor on this‘account in order to be allowable should be 
@ entered on the books as to constitute liability agninst the assets of the gor- 

on. The amount dlaimed under this item should not cover lomes in the 
value of stocks and bonds- Decrease in the book value of securities owned, 9 
far as such decrease represents a decline in the actual value of such securities, 
should be deducted under item 5 (a) of the return. 

\. Where depreciation of physical property is made good by renewals, replace- 
ments, repairs, etc., and the expensd of such renewals, 
etc., is charged to the general expense account, no deduction for depreciation 
can be made in the return of annual net income. Where a depreciation reserve 
is eet up, all renewals and replacements must be charged to such reserve and 
the addition to this reserve each year must be a fair measurw of the loss which 
the corporation sustains by reason of the depreciation of its property. 

15. The amount of interest deductible is the amount of interest accrued and 
paid within the year on bonded or other indebtedness not exceeding one-half 
of the eum of inter-bearing indebtedness and the paid-up capital stock out- 
standing at the close of the year, or if no capital stock, the amount of interest 
paid within the year on an amount of indebtedness not exceeding the amount of 
capital employed in the businesy at the close of the year; or in case of a cor- 
poration, joint stock company or avsociation, or inaurance company organized under 
the laws of a foreign country, interest so paid on its bonded or other indebtedness 
to an amount of such bonded or other indebtedness not exceeding the propor- 
tion of its paid-up capital stock outstanding at the close of the year, or if no 
capital stock, the amount of capital employed in the busincss at the close of the year, 
which the gross amount of its income for the year from business transacted and capital 
invested within the United States bears to the gross amount of its income derived from 
cll sources within and without the United States. All interest deductions must 
be claimed under Item 6 on the return form. “ 

16, Dividends declared or paid are not deductible from groas income. 

17. Dividends received upon the stock of other corporations must be included in 
gross income and are not deductible therefrom in the ascertainment of the net 
income on which the tax is computed. 

18. Interest received upon the obligations ef a Staté or any political mub- 
division thereof, and upon the cbligations of the United States or its possessions, 
abould be included in gross incomes as well as all other interest due and secrued 
during the period for which return is made. 

». ‘Accrued interest is considered to be interest due dnd payable, except in 
the cases of banking or other similar institutions which close their accounts on 
the basis of the interest earned. In all cases the acctued interest shal] be reported 
on the basis on which the books are closed. 

20. Taxes deductible in the return are such taxes, actually paid within the 
year, as are imposed by authority of the United States or of any State or Terri- 
tory thereof, or by the government of any foreign country, not including taxes 
paid by a corporation, pursuant to guaranty, on its bonds or the income there- 
from and not including those taxes asessed against local benefits. A reserve 
for taxes, as such. is pot deductible. 

21. The gross income of il ions should be ined in the 
following manner: From the eum of the total mles during the year plus the sum 
of the inventory at the end of the year, deduct the sun of the inventory at the 
beginning of the year plus the cost of the goods and materials purchased during 
the year; to thie difference add the income received from any gther source and 
the result will be the gross income to be reported under Item No. 3 of the return. 

22. Gross income in the case of a manufacturing corporation shall include the, 
total receipts from the sale of all manufactured goods sold during the year plue 
any increase in the i ied value d through an ing of the 
finished and unfinished product, raw material, etc., on band at the close of the 











year. 
23. To the income thus ascertained there should be added the income arising, 
accruing, or received from any and all other sources, the aggregate thus ascer- 
tained to be the grow income to be returned under Item No. 3 of the return 
form. Since the gross income thus ascertained represents the total receipts as 
well as the inventoried value of finished and unfinished preducts, raw material, 
etc., the corporation will include in its deduction und: : Item No. 4 all expeadi- 
tures for material, labor, fuel, and other items going to make up the cost of the 
goods sold or ipvehtoried at the end of thé year. cle 








eee 


Aa attr ne 


- 





Income Tax Department 


TO GE FILLED I% BY COLLECTORS. Form 1032. TO SE FILLED IN SY INTERRAL REVENUE BUREAU 


hist Wo. Class TRE PENALTY for failure to have this Returea in 

os the hands of the Collector of Internal Revense A : 
— on or before March |, or within 60 days after S5essment List... sntetesenenennne-n- IGP 
OIE ccsttcnnicninrineniiinn the close of the fiscal year, is @ sum act ox- 











Date receited 191 (See instructions on other sida.) Page Line 
UNITED STATES INTERNAL REVENUE. 


RETURN OF ANNUAL NET INCOME. 
(Section 2, Act of Congrece approved October 3, 1913.) 








PUBLIC SERVICE CORPORATIONS. 














RETURN OF NET INCOME received during the oe re ee eee 191 
PP ccsnassinsion aaweepearnnnennenee mr nnrnnnnnnannanntneae sore eeeeceeesneentmnentnennnncenneceecneentneensnenseant 
the principal place of business of which is located at .............. ‘RASS 
(Strest ana > 





CO TE Bsr eg Un the State of —...... 


(The “ year” as hereinafter used means the calendar year or fiscal year as the case may be.) 


. Total amount of ty ye stock outstanding at close of the year, or if no capital stock, the 
capital employed in the busi GE Fe i inn di oni nics cnssinscoucasesseh Goce “ 





~ 








2 








Total amount of bonded and other indebted tstanding at close of year ...................--. $. 





3. Gross Income (see Note A, and instructions, paragraphs 10, 17, 18, and 19)...................... “i ie eS ee 
DEDUCTIONS. 
(a) Total amount of all the ordinary and n expenses paid within the 
year in the maint and operati of the b i co er 
of the corporation, EXCLUSIVE OF INTEREST.PAYMENTS. (See Note B). $2... 
() All rentals or other payments — to be made as a condition to 
the continued use or possession of the property. (See paragraph 12 
CR) SUTIN SE GD GID 0n.n6 bbb ccdsndcnccudstacuiacesncoctssneesose Didtisncnithectinnisttacnintns 





a 


(a) Total amount of losses sustained during the year not compensated by 
SRSESERSD CP CURSTWED. coccnccdsccccc cscs cecccccastcccasseeseseoe t 








(>) Total amount of depreciation for the year. (Seeparagraphsl3and 14). $. 


> 


». (a) Total amount of interest accrued and paid within the year on an 

qmant of Monee oe ad tenuis —S~ Fe, EA LTO 
terest-bearing indebtedness ite pai stock outstanding at the close 

youn, ov fi no cealiah hace, tepeuagees af heen paid within the year on an amount 

of its indebtedness not exceeding the amount of capital employed in the business at the 





close of FORE ceases ccnnee oposccscescoesdncsnnse 66000 -nascccescnqpacanenneabesce 
(>) Total amount of interest received upon obligations of a State or 
political subdivision thereof, and upon the obligations of the United 
Denies ait Gy anc a ccc tne vec cncece ceccne conv eqpocesesats Ditistentiiapiinee : 


7. (a) Total taxes paid — the year, imposed under authority of the 
United States or any State or Territory thereof.......... .......-- t 


Cp Pocclgn Greed: GabB oc cen wc csiss detncs cveesssscsensasscecapanennece Dinerniopvaninveniancendin 


DECLS, DEDWTTGED . occ cccecndscscsccccccssucscoouccans cnbssnnsssctesade Dceeersecneennsiiniiititeless 





8. Net income on which tax at 1 per centum is calculated. .................--02++-s0++.-- Kinin Coenricenietieeiesinitin 





UY OP cdinctitiincssvinitecnintlantonaan -.» County of -» TO WIT: 











President, and T , of 





the . a corporation, whose return of annual net income is set forth above, being severally 
duly sworn, each for himself, deposés and says that the foregoing report and the several items therein set forth are, to his best 
knowledge and belief and from such information as he has been able to obtain, true and correct in each and every particular; that 
the amount of gross income therein set forth is the full amount of gross income, without any uction whatsoever, received from 
all sources by the said corporation during ee stated, and that the net income therein set forth is the full amount upon which 
the tax at 1 per centum és to be calculated and assessed. 
































SWORN AND SUBSCRIBED to before me this —o macemngeen 
a President. 

SEAL OF 

OFFICER 

TAKING 

sire sieeits Treasurer. 
(Official capacity.) 

Note A.—Gross income shall consist of the total revenues derived from the and of its business and with all amounts 
of income from other sources, including dividends received on stock of other — at es A ene ee ee obligations 
of a State or political subdivision thereof, and upon the obligations of the United States or its possessions, as shown by entries upon its books the year for 
which return made. 

Nore B.—The deductions authorized shall include all expence items under the heads acknowledged as liabilities bythe corporation making the return 
and entered wu ite books during the year. Amounts of income in ing dividends on stock, preferred or common, or permanent improvements 
or bettemnantn ate or in an ee © eee ‘not be tedected in annual net income. Interest on indebted nem 
on real occupied by a corporation ma under Item 4, if the interest is ‘as rental or franchise charge, payment of is required 
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ING TRUOCTIONS. 


SPECIAL NOTICE—THIS FORM, PROPERLY FILLED QUT AND EXECUTED, MUST BE IN THE BANDS OF THE COLLECTOR OF INTERNAL 
REVENUE FOR THE DISTRICT IN WHICH I8 LOCATED THE PRINOIPAL BUSINESS OFFICE OF THE CORPORATION MAKING THE 
RETURN, ON OR BEFORE MARCH 1, IN CASE THE RETUEN IS BASED ON THE CALENDAR YEAR, OR WITHIN 60 DAYS APTER THE EXPI- 
RATION OF THE FISCAL YEAR IN CASE THE RETURN fS MADE ON THAT BASIS. 

FOR FAILURE TO COMPLY WITH THIS PROVISION .OF THE LAW, THE AMOUNT OF THE ASSESSMENT IS INCREASED 50. PER CENT 
AND LIABILITY TO A SPECIFIC PENALTY NOT EXCEEDING $10,000 IS INCUREED. 


L This return of annual net income should be filed with the Collector of Intes- 
nah Reverse of tho dianict in which fae has its principal place of 
berinens 


2. The principal piace of business as used in the act and in these regulations 
ig held to mean the piace in which the books of account and other data to be used 
in preparing the return of annual net income age ordinarily kept. 

3. Returns must be verified by two officers of the corporation ; that is, by two 
individuals, hamely, the president, vice president, or other principal officer, 

{ treasurer or assistant treasurer, or chief financial 

i. The affidavit of verification must be made before a notery public or some 

ther officer qualified to administer oaths, and the agal of the attesting officer, 
if such officer is required by law to have a seal, must be impressed of the return 
in the epace reserved for that purpose. 

5. The teturn must be true and acturate in every reepect and must disclose 
all the income arising, accruing, or received from all sources during the year for 
which the return is made. 

6. If the return is based upon the calendar year it should be filed with the 
collector on or before the first day of March next eucceeding such calendar year. 
If it is made on the basis of business tranmcted during a fiscel year, duly desig- 
nated in accordance with the law and the regulations, the return must be filed 
with the collector on or before the last day of the 60-day period nezt following the 
date designated as the close of the fecal year 

7. In case of sickness or sibsence of an officer required to verify the retum, thé 
collector of the district is authorized to extend the time for filing such retum 
not exceeding 30 days from the date when such return is otherwise due. Appli- 
sation for such extension should be made prior to the date when the return is 
due, or within the thirty-day peried for which euch extension is desired and ¢an 
be granted! 

8. Item No. 1 of the schedule on the obverse of this form should not include 
tnissued or treasury stock, but only such stock as has actually been iseved and 
for which payment has been received; or, in case no stock is issued, there should 
be reported under this item the amount Of capital actually employed in the 
business and property of the corporation. Ip cases wheseit the capital stock 
ia ised payable in It or upon t, only se much of the capital 
as has been actually paid in upon such installments or assesaments should be 
reported under thie item. 

9. Item No. 2 should include all interest-bearing indebtedness for the pay- 
ment ef which the corporation or ite property is bound. In case of banking 
corporations and like financial institutions, deposits ahould not be reported as 
imdebtedness under this head. 

10. Item No. 3 of the return form (gross income) should include all income 
derived from the operations and management of the business and properties, 
together with all actual increases in value by appraisement, adjustment, or 
otherwise in the value of the assets which have been taken up om the books as 
ncome or credited to profit and loss during the year. In the case of a corpora- 
tion organized, suthorized, or existing under the laws of any foreign country, 
the groas income to’ be retumed is the gross amount of its income for the year 
resulting from business transacted and espital invested within the United States. 

11. Item No. 4 (2) should include the total amount of all ordinary and necessary, 
expenses paid out of earnings in the maintenance and operation of the business 
end properties of the corporstian, etc., etclusive of interest and other payments 
to be listed under their respective heads on the return forma. 

12, Item No. 4 (5) should include all rentals or other payments required to be 
tnade as 9 condition to the continued use of possession of thé property. In cases 
where interest on ‘a mortgage on property occupied or used by the corporation 
is paid as a condition to its possession and use, thus becoming in the nature of « 
rental charge, euch interest charge-may be included in the deduction under 
this item. Mortgage indebtedness, assumed or unassumed, on property to which 
the corporation has taken or is taking title, or in Which it has an equity, cr in 
the acquirement of which the mortgage was conaidered a part of the purchase 
price, is held to be a debt of the corporation and interest paid on such indebted- 
Bees will be deductible only under Item 6 of the return 

13. The amount claimed under Item No. 5 (5) for depreciation should be such 
@ amount as measures the low which the corporation actually sustains during 
the year in the value of buildings, machinery, and such other property as is 
@abject to deprecis tion om sccount of wear and tear exhaustion, or obsolescence. 








‘The amount tsken credit for on this account in order to b 
@ entered on the books as to constitute a liability ageinst the aswets of the cor. 
Poraion. The amount claimed under this item should not cover losses in the 
value of stocks and bonds. Decrease in the book value of escurities, owned, ee 
far as euch decrease represents a decline in the actual value of sueh securit 
should be deducted under item 5 (a) of the return. 

14. Where depreciation of physical property is made good by renewals, replace 
Yhenfs, repairs, etc., and the expense-of such renewals, replacements, repairs, 
Wth., is charged-to the general expense account, no deduction for depreciation 
tan be made in the return of annual net income. Where a depreciation reserve 
is set up, all renewals and replacements must be charged to such reserve and 
the addition to this reserve eath year must be a fair measure of the loss whick 
the corporation sustains by reason of the depreciation of its property 

15. The amount of interest deductible is the amount of interest accrued and 
paid within the year on bonded or other indebtedness not exceeding one-half 
ef the sum of inter-bearing indebtednem and the paid-up capiial stock out- 
@anding at the close of the year, or if no capital stock; the amount of interest 
paid within the year on an amount of indebtedness not exceeding the awount of 
capital employed in the business at the close of the year; or in case of a cor- 
poration, joint stock company or association, or insurance company organized under 
the laws of a foreign country, interest eo paid on its bonded or other indebiedness 
to an amount of such bonded or other indebtedness not exceeding the propor- 
tion of its paid-up capital stock outstanding at the close of the year, or if ne 
capital stock, the amount of capital employed in the business at the close of the year, 
which the gross amount of its income for the year from business transacted and capital 
invested within the United States bears to the gross amount of ils income derived from 
al’ sources within and without the United States. All interest deductions must 
be claimed under Item 6 on the return form. 

16. Dividends declared or paid are not deductible from groa income. 

17. Dividends received upon the stock of other corporations must be included ia 
gross income and are not deductible thereffom in the ascertainment of the aet 
tacome on which the tax is computed. 

18. Interest received upon the obligations of a State or any political aub- 
division thereof, and upon the obligations of tae United States or its porsessions, 
should be included in gross incdme, as well as ail other interest due and ae rued 
during the period for which return is made. 

19. Accrued intetest is considered to be interest due and payable, excopt ia 
the cases of banking or other similar instjtutions which close their accounts om 
the basis of the interest earned. In alj cases the accrued interest shall be reperted 
oa the basis on which the books are closed. 

20. Taxes deductible in the return are such taxes, actually. paid withia the 
year, as are imposed by authority #f the United States or of any State or Terri- 
tory thereof, or by the government of any foreign country, not including taxes 
paid by a corporation, pursuant to Quaranty, on its bonds or the income there- 
from and not including those taxes assessed against local benefits. A reserve 
for taxes, as such, is not deductible. 

21. The gross income of mercantile corporations should be ascertained in the 
following manner: From.the sum of the total males durin the year plus the mise 
of the inventory at the end of the year, deduct the sum of thé inventory at.the 
beginning of the year plus the cost of the goods and materials purc hased during 
the year; to this difference add the income received from any othersource an 
the result wil! be the gross income to be reported under Item No. $ of the retura. 

2% Gross income in the case of a manufactuting corporation shal! include the 
total receipts from the male of all manufa:tured gods sold during the year plue 
any increase in the inventoried value ascertained through an accounting of the 
finished and unfinished product, raw materia), etc., on hand at the close of the 








year. 

23. To the income thus ascertained there alould be added the incomé arising, 
accruing, or received from any and all otber sources, the aggregate thus sacet- 
tained to be the gross income to be returned ‘under Item No. 3 of the retura 
form. Since the gross income thus ascertained represents the total receipts as 
well aa the inventoried value of finished and upGnished products, raw material, 
ete., the corporation will include in its deduction under Item No. 4 all expendi- 
tures for material, labor, fuel, and other items going to make up’ the cost of the 


4 ‘goods sold of inventoried at the end of the year. eT) 
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Income Tax Department 


‘VO SE FILLED IN BY COLLECTORS. Form 1033. TO BE FILLED IN BY INTERNAL REVENUE BUREAU. 





UNITED STATES JNTERNAL, REVENUE. 


RETURN OF ANNUAL NET INCOME. 
(Section 2, Act of Congress approved October 3, 1913.) 


MANUFACTURING CORPORATIONS. 


RETURN OF NET INCOME received during the cain” year ended PR eee ae 


(Name of corporttion, jotat oct company, or samcinevn ) 


the principal place of business of which is located at —...... 











~"Geereci and No) 
| show: 
(The “year’’ as hereinafter used weans the calendar year or fincal year as the case may be.) 
1. Total amount of up capital stock outstanding at elose of th r, or if n pital stock, th 
we reat 7 eS mae sien sour dee e ‘ 








the close of habebeaiae 'ehial 
2 Total amount of bonded and other indebted tetanding at close of year................... = nial etuaheen 
3. Gross Income (see Note A, and instructions, paragraphs 10, 17, 18, 19, 22, and 23)............... Kans sith 
DEDUCTIONS. 
. 


- (a} Total amount of all the ordinary and necessary ex paid within 
the year in the maintenance and operation of otuadione and prop- 
erties of the corporation EXCLUSIVE OF INTEREST PAYMENTS (see 

Note B and paragraph 23)...... Drenennmconncnmneseresemsomene 
(6) All rentals or oy | pm Tequired ‘to be made as 9 condition to 
the of the property (see paragraph 12 





on reverse - this. Pool 


oO 


. (a) Total amount of losses sustained ape the » ne wot eherropemantea: by 
insurance or otherwise.... .... coceses @... patient 


() Total amount of depreciation for the year «see paragraphs 13 and 14). $_ disdain 
+ 0 Tetal ceareet, of Seteenet-soemmee ond opt SORie Oe. zee on ae 
amount of bonded or other : 


eum of 
otutnnding a he cine of 
of interest mye within (be year on 
= tot exconding the amount of capital expioyad "the 
() Total amount of interest received - upon the obligations of a State or 
political subdivision thereof, and upon the obligations of the United 
States or its possessions... ......-.--. .------00+eeeee-0--- of 


(a) Total taxes paid during the year, imposed under sahasesitapedand the United 
or any State or Territory thereof .......... .....--..--.--- g = penadutetats 


©. 


bad 


Opie CONE cinch ees, ee tate i 


Dans, DR ieee eces s sisedctd dete snes cans (rvdéictencsenipeh gate © enemies 





%. Net income on which tax at 1 per centum is calculated..............-.-.-.- 





oes 


Nors.-The above blank spaces for figures should show the amount of each respective item. there is nothing to retorn as to aay item, the word “none” 
must be written in such biank spaces. 














Srate or - County of —...... none aa 
—------» President, and “ oneettincaentieapiteiabaeenil _ a , of 
the @ corporation, whose return of annual net income is set forth above, being severally 





duly sworn, each for himself, deposes and says that the foregoing report and the several items therein set forth are, to his best 
knowledge and belief and from such information as he bas been able to obtain, true and correct in each and every particular; that 
the amount of income therein set forth is the full amount of gross income, without any deduction whatsoever, received from 
all sources by fe said corporation during the year stated, and that the net income therein set forth is the full amount upon 
which the tax at 1 per ceptum is to be calculated and assessed: 


SwWorRw AND SUBSCRIBED to before me this anniek 








Gay of ........ | President. 
SEAL OF ha " ahi 
OFFICER Pe Sa ee dane 
TAKING 
AFFIDAVIT. enitaienn : Treasurer. 
“(uct | carey.) 




















Norse A.—Gross income in the case of 3 mansiacturing corporstias shall inctude the Sem of maputaetecel grotecnt Cusine he yom, inerand 
or decreased as there is gain or loss d thro an or aveniny finshed and unfinished product, raw etc., on hand 
6S the income thus ascertained there be added the income received from any and all other sources, including dividends received on 
was other organizavons. whether su SR te len wit, tak nein embed ao De aeons 6 Selb pe Gaels Oe thereof, and interest 1ccei ved 

tlt te Cid Bate possessions. the to be the grom income vetarned 

Nore B.—The ded authorized shall include all expeore items under the varices beads acknowledged as liabilities b: So ceqpention meting Ge wee 
wot coc 1 Soke the year Total amount of all ordinary and sod necomary expenem,” ee a shall include mates Fs material, labor, salaries. 

ee to the cest of the finished product. Amounts of income expended in di ones, Pepeed + eames, eS 
im any transferred to property account, should not ep telat ich 
coat beomaned sree bart et ny po alee Pepe oa Geb Wa teand én 
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INSTRUCTIONS 





SPECIAL NOTICE. —THIS FORM, PROPERLY FILLED OUT AND EXECUTED, MUST BEIN THE HANDS OF THE COLLECTOR OF INTERNAL 
REVENUE FOR THE DISTRICT IN WHICH IS LOCATED THE PRINCIPAL BUSINESS OFFICE OF THE CORPORATION MAKING THE 
RETURN, ON OR BEFORE MARCH 1, IN CASE THE RETURN IS BASED ON THE CALENDAR YEAR, OR WITHIN 60 DAYS AFTEB THE EX?PI- 
RATION OF THE FISCAL YEAR IN CASE THE RETURN IS MADE ON THAT BASIS. 

FOR FAILURE TO COMPLY WITH THIS PROVISION OF THE LAW, THE AMOUNT OF THE ASSESSMENT 18 INCREASED 50 PER CENT 
4XD LIABILITY TO 4 SPECIFIC PENALTY NOT EXCEEDING $10,000 18 INCURRED. 


1. This return of annual! net income shoutd be filed with the Collector of [nter- 
e Revenue of the district in which the corporation has its principal place of 


2. The principal place of business as used in the act and in these 


regulations 
ie held to mean the place in which the books of account and other data to be used’ 


im preparing the return of annual net income are ordinarily kept. 

3. Returns must be verified by two officers of the corporation; that is, by two 
émdividuais, namely, the president, vice president, or other principal officer, 
end treasurer or assistant treasurer, or chief financial officer. 

4. The affidavit of verification must be made before a notary public or some 
other officer qualified to administer oaths, and the seal of the attesting officer, 
éf euch officer is required by law to have a seal, must be impreased on the return 
é@ the apace reserved for that purpose. 

6. The return mrst be true and accurate in every respect and must disclose 
afl the income arising, accruing, or received from al] sources during the year for 
@hich the return is made. 

6. Tf the return is based upon the calendar year it should be filed with the 
@ollector on or before the first day of March next succeeding euch calendar year. 
Bf it is made on the basis of business transacted during a fiscal year, duly deaig- 
Qsted in accordance with the Jaw and the regulations, the return mnet be filed 
With the collector on or before the last day of the 60-day period next following the 
@ite dergnated as the close of the fiscal year 

7. Ln case of sickness or absence of an officer required to verify the return, the 
col'ector of the district is authorized to extend the time for filing such return 
got exceeding 30 days from the date when such return is otherwise due. Appli- 
ation for such extension should be made prior to the date when the return is 
ne, or within the 30-day period for which such extension is desired and can 
be 


granted. 

6. Item No.1 of the echedule on the obverse of this-form shold not include 
unissued or treasury stock, but only euch stock as has actually been issued and 
fr which payment has been received; or, in case ne stock is imued, there should 
be reported under this item the amount of capital actually employed in the 
pore ard = he an a In cases wherein the capital stock 
is ised payable in h only eo much of the capital 
dota hien actulireeiibd coun ants utiimetsar emanate diet to 
teported under this item. 

9. Item.No. 2 should include all i for the pay- 
ment of which the eet arteasem bleh In case of banking 
Corporations and like financial institutions, Ceposits should not be reported as 
indebtedness under this head. 

10. Item No. 3 of the return form (gross income) should include al! income 
@erived from the operations and management of the business and properties, 
together with al] actual increases in value by appraisement, adjustment, or 
Otherwise in the value of the assets which have been taken up on the books as 
income or credited to profit and loss during the year. In the case of a corpora- 
tion organized, authorized, or existing under the laws of any foreign country, 
the gross income to be returned is the gross amount of its income for the year 

from business transatted and capital invested within the United States. 

11. Item No. 4 (@) should include the total amount of al! ordinary and necessary 
expenses paid out of earnings in the and 
and properties of the corporation, etc., exclusive of interest and other payments 
to be listed under their ive heads on the return forms. 

12. Item No. 4 (6) should include all rentals or other payments required to be 
made as a condition to the continued use or possession of the property. In cases 
where interest on a mortgage on property occupied or used by the corporation 
is paid as a condition to ite possession and use, thus becoming in the nature of s 
rental charge, such interest charge may be included in the deduction under 
this item. Mortgage indebtedness, assumed or d, on property to which 
the corporation has taken or is taking title, or in which it has an equity, or in 
the acquirement of which the mortgage was considered a part of the purchase 
price, is held to be a debt of the corporation and interest paid on such indebted- 
nese will be deductible only under Item 6 of the return. 

13. The amount claimed under Item No. 5 (6) for depreciation ahould be such 
2 amount as measures the loss which the corporation actually sustains during 
the year in the value of buildings, machinery, and euch other property as is 
subject to depreciation on account of wear and tear, exhaustion, or obsolescence. 





inAehted: 











i 


The amount taken credit for on this account in order to be allowable should be 
@0 entered on the books as to constitute « liability against the sasets of the cor. 
poration. The amount claimed under this item should pot cover loses in the 
value of stocks and bonds. Decrease in the book value of securities owned, so 
far as such decrease a decline in the actual value of such securities, 
should be deducted under item 5 (a) of the retura 

14. Where depreciation of physical property is made good by renewals, replace- 
— ee and the expense of such renewals, replacements, repairs, 

, is charged to the general expense account, no deduction for depreciation 
pert ace phat tne, a Where a depreciation reserve 
is set up, all renewale and replacements must be charged to such reserve and 
the addition to this reserve each year must be a fair measure of the loss which 
the corporation sustains by reason of the depreciation of its property. 

15. The amount of interest deductible ie the amount of interest accrued and 
paid within the year on bonded or other indebtednes not exceeding one-half 
of the sum of interest-bearing indebtedness and the paid-up capital stock out- 
standing at the close of the year, or if no capital stock, the amount of interest 
paid within the year on an amount of indebtedness not exceeding the amount of 
capital employed in the business at the close of the year; or in case of a cor- 
poration, jornt stock company or association, or insurance com pany organized under 
the laws of a foreign country, interest so paid on its bonded or other indebtedness 
to am amount of such bonded or other indebtedness not exceeding the propor 
tion of its paid-up capital stock outstanding at the close of the year, or if no 
capital stock, the amount of capital employed in the business at the close of the yeor 
which the gross amount of its income for the year from business transacted and capital 
invested within the United States bears to the gross amount of ils income derived from 
all sources within and without the United States. All interest deductions must 
be claimed under Item 6 on the return form. 
+16. Dividends declared or paid are not deductible from gross income. 

17 Dividends received upon the stock of other corporations must be included in 
Q?oss income and are not deductible therefrom in the ascertainment of the net 
imcome on which the tax is computed. 

18. Interest received upon the obligations of a State or any political eub- 
division thereof, and upon the obligations of the United States or its possessions, 
should be included in groge income, as well as all other interest due and accrued 
during the period for which return is made. 

19. Accrued interest ie considered to be interest due and peyable, except in 
the cases of banking or other similar institutions which close their accounts on 
the basis of the interest earned. In all cases the accrued interest shall be reported 
on the basis on which the books are closed. 

20. Taxes deductible in the return are such taxes, actually paid within the 
year, as are imposed by authority of the United States or of any State or Terri- 
tory thereof, or by the government of any foreign country, not including taxes 


the result will be the gross income to be reported under Item No. 3 of the return. 

22. Gross income in the case of a corporation shall include the 
total receipts from the mle of all manufactured goods sold during the year plus 
any increase in the imventoried value ascertained through an accounting of the 
finished and unfinished product, raw material, etc., on hand at the close of the 


year. 

23. To the income thus ascertained there should be added the inceme arising, 
accruing, or received from any and all other sources, the aggregate thus ascer- 
tained to be the gross income to be returned under Item No. 3 of the return 
form. Since the gross income thus ascertained represents the total receipts as 
well as the inventoried value of finished and unfinished products, raw material, 
etc., the corporation will include in its deduction under Item No. 4 all expendi- 
tures for material, labor, fuel, and other items going to make up the cost of the 
goods sold or inventoried at the end of the year. 


SPECIAL NOTTCE.—ANY OFFICER OF ANY CORPORATION REQUIRED BY LAW TO MAKE, RENDER, SIGN OR VERIFY ANY RETURN, 
With 


WHO MAKES ANY FALSE OR FRAUDULENT RETURN OR STATEMENT 


TO DEFEAT OR EVADE THE ASSESSMENT 


REQUIRED BY SECTION 2, ACT OF OCTOBER 3, 1913,TO BE MADE, SHALL BE GUILTY OF A MISDEMEANOR AND SHALL BE FINED 
NOT EXCEEDING $2,000, OR BE IMPRISONED NOT EXCEEDING ONE YEAR, OR SOTH, AT THE DISCRETION OF THE COURT, WITH 


THE COSTS OF PROSECUTION. 


o2-TS 








Income Tax Department 


TO GE FILLED IN BY COLLECTORS. Form 1034. TO GE FILLED IN GY INTERWAL REVENVE GURERY. 
p TRE PERALTV for fallore te have thie Retera 
list Me. Class ro ar takadeat 
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UNITED STATES INTERNAL REVENUE. 
RETURN OF ANNUAL NET INCOME. 
(Section 2, Act of Congress approved October $, 1913.) 


MERCANTILE CORPORATIONS. 
(Corporations whose principal business is buying and eelling.) 








RETURN OF WET INCOME received during the { me } year ended a 191 








ee ae Seen qsta “ch i eng, en i 
the principal place of business of which is located at anica gay nce 
City or Town of. Powe . in the State of 
(The “year’’ as hereinafter used means the calendar year or fiscal year az the case may be.) 
1. Total amount of paid-u ital stock ontstanding gt close of the year, or if no capital stock, the 
capital employe! in the busi rake year : renner. 





























at the close of eoWe 105000 0nee5e9sesssseeeseees caceny % 
2. Total amount of bonded and other indebted: itstanding at close of year...... » aennenesenin s 
3. Gross Income (see Note A, and instructions, paragraphs 10, 17, 18, 19, and 21)............... . & lanys 1 
DEDUCTIONS. 
4. 


(a) Total amount of all the ordinary and ex; id within 
i i and peretion of the b Lame and 


f 
the year in the P 
roperties of the corporation EXCLUSIVE OF INTEREST PA SMENTS 





see Note B) 
(@®) All rentals or other payments required to be made as a condition to 
the continued use or p ion of the property (see paragraph 12 
C0 SENIND EE HENS Cis ecsinssncenaccalemnsdsnsennonndgeeaused Drgrrenictisbictesieeimecssints 





(a) Total amount of losses sustained during the.year not compensated by 
insurance or otherwise....................-.-- bubncétuctgekesse Daciissnktgicnatconenneminiion 


(b) Total amount of depreciation for the year. ................0ws--ee+ Bon. nncencecensinmnanmectoccsenetn 
(a) Total amount of interest accrued and paid within the Feed on an 
Sta i nist ot eras s ene Span ephe  s 
baviness at the close of the year.... .... .... ----0. 2+ +00. ennsweeeeceneeeeeeceeees 
(0) Total amount of interest received upon obligations of a State or. 
= subdivision thereof and upon the ob ons of the United 
tates or its possessions. ............-...+- Pcdecccccasesccecosncs Drenras-necemerasansersessoocscesne 

(a) Total taxes paid during the year, + — under authority of the United ; 
States or any State or Territory thereof ................. EEE 


° 


bad 





(®) Foreign taxes paid 


Torat Depuctions. ...............-++-+ Svonsscenusnqnesestastinnsseypabataien . 





8 Net income on which tax at 1 per centum is calculated... ............0----.-0--sseeeeees poccece «0 Dnsodserccnesupeoccatsenccnssessenen 


Nore —The above blank spaces for figazes ebogid show the amount of each respective item. Ii there is nothing to retorn as to item, the word “none” 
Must be written in such blank spaces. ~ bd ia 








CO To Wit: 








EA a NS A ME President, and Tr of 


the a corporati whose Sotern of ansuel net tnssme te cet facth shove, being cvesnaliy 
duly sworn, each for himself, deposes and says that the foregoing report and the several items therein set forth are, 
knowledge and belief and from such information as he has been able to obtain, true and correct in each and every 

the amount of income therein set forth is the full amount of income, without any deduction whatsoever, received f: 




















all sources by the said corporation during the stated, and « the net income therein set forth is the full amount upon 
which the tax at 1 per cevtum is to be calculated and assessed 
Sworn anv susscriped to before me this —............... on 
Op 00 pcnninccnmmmantes OE President. 
SEAL OF 
OFFICER 
P———® Treasurer. 
(OfMcial capectty.) 














ad di the continued ey be decid $ "he x Paid aod locheded ip liam’ ae be 1 stated 
wish je as a condition to 5 we of this tore) Property. bed rp 
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INSTRUCTIONS 


SPRCIAL NOTICE.—THIS PORM, PROPERLY FILLED OUT AND EXECUTED, MUST BE IN THE HANDS OF THE COLLECTOR OF INTERBNAB 
REVENUE FOR THE DISTRICT IN WHICH 1S LOCATED THE PRINCIPAL BUSINESS OFFICE OF THE CORPORATION MAKING THE 
BEATURN, ON OR BEFORE MARCH 1, IN CASE THE RETURN IS BASED ON THE CALENDAR YEAR, OR WITHIN 60 DAYS AFTER THE EXPt- 
RATION OF THE FISCAL YEAR IN CASE THE RETURN 18 MADE ON THAT BASIS. 

FOR FAILURE TO COMPLY WITH THIS PROVISION OF THE LAW, THE AMOUNT OF THE ASSESSMENT IS INCREASED 6¢ PER CENT 











AND LIABILITY TO A SPRCIFIC PENALTY NOT EXCEEDING $10,000 IS INCURRED. 


1. This retara of annual net income shonld be filed with the Collector of Later- 
nal Revenue of the district in which the corporation has its principal place of 
bemaness: 


3. The principal place of bvainess as used in the act and in these regulations 
ia held to mean the place im which the books of account and other data to be used 
im preparing the return of annual net income are ordinarily kept 

3. Returns myst be verified by two officers of the corporation ; that is, by two 
imdividuale, namely, the president, vice president, or other principal officer, 
end treasurer or assistant treasurer, or chief financial officer. 

4. The affidavit of verification must he made béfore a notary public or ame 
other officer qualified to administer oaths, and the éeal of the attesting officer, 
if much officer is required by law to have a seal, must be impressed om the return 
im the apace reserved for that purpose. 

5. The return must b- true and accurate in every respect and must disclose 
all the income arising, accruing, or received from al! sources during the year for 
which the return is made. 

6. If the return is based upon the calendar year it should be filed with the 
e@llector on or Before the first day of March next succeeding such calendar year, 
If it ie made on the basis of business tranaacted during a fiscal year, duly desig- 
nated in accordance with the law and the regulations, the return must be filed 
with the collector on or before the last day of the 60-day period next following the 
date designated as ‘he close of the fiscal year 

7. In case of eickness or absence of an ofSicer required to verify the return, the’ 
esllector of the district is authorized to extend the time for filing such retum 
Bot exceeding 30 days from the date when such return is otherwise due. Appli- 
eation for such extension should be made prior to the date when the return is 
due, or within the 90-day period for which euch extension is desired and can 
be granted 

8. Item No. 1 e? the echedule on the obverse of this form should not include 
tnissued or treasury stock, but omly such stock as has actually been iamed and 
for which payment has been received; or, im case no stock is issued, there should 
be reported under iis item the amount of capital actually employed in the 
bosiness and property of the corporation. In cases wherein the capital stock 
ts iavsed payable in installments or upon amerament, on!y so much of the capital 
es has been actually paid in upon such installments or assesamenta should be 
reported under this item. 

$. Item No. 2 should include all interest-bearing indebtedness for the pay- 
meat of which the corporstion or its property is bound. In case of banking 
corporations and like Snuancial institutions, deposits should not be reported as 
radebtedness under this heed 

10. Item No. 3 of the retuym form (gros income) should include all income 
derived from the ope and t of the business and properties, 
tegether with all actual increases in value by appraisement, adjustment, or 
otherwise in the value of the assets which have been taken up on the books as 
iacome or credited to profit and loss during the year. In the case of a corpora- 
tion organized, authorized, or etisting under the lewe of any foreign country, 
the grow income to be returned is the gros amount of its income for the year 
resting from business transacted and capital invested within the United States. 

LL. Item No. 4 (a) should include the total amount of all ordinary and necessary 
eapenses paid cut of earnings in the maintenance and operation of the busines 
and properties a the corporation, etc., exclusive of interest and other payment 
vo be listed under their reapective heads on the return forma. 

12. Item No. 4 (b) should include all rentals or other payments required to be 
made as a condition to the continued use or possession of the property. In cases 
where interest on a mortgage on property occupied or used by the corporation 
is paid a2 @ condition to its possession and use, thus becoming in the naturg of a 
rental charge, ench interest charge may be included in the- deduction under 
this item. Mortgage indebtedness, assumed of enassumed, on property to which 
the corporation has taken or is taking title, or in which it has an equity, or in 
the acquirement of which the mortgage was considered a part of the purchase 
price, is held to be @ debt of the corporation and interest paid on euch indebted- 








new: will be deductible only under Item 6 of the return. 
13. The sount claimed under Item No: 6 (5) for depreciation should be such 
amcun* ae measures the boss which the corporation actually sustains during 





year in the value of buildings, machinery, and such other property as ia 
subject to deproc.stion on account of wear and tear, exhaustion, or obsolescence. 





The amount taken credit for on this account in order to be allowable should be 
#0 entered on the books as to constitute a liability against the amets of the cor- 
poration. The amount claimed under this item should not cover lowes in thé 
vaiue of stocks and bonds. Decrease in the book value of securities owned, eo 
far as such decrease represents a decline in. the actual value of such securities, 
should be deducted under item 5 (e) of the return 

14. Where depreciation of physical property is made good by renewals, replace- 
ments, repairs, etc., and the expense of such renewals, replacements, repaira, 
etc., is charged to the general expense account, no deduction for depreciation 
can be made in the return of annual net income. Where a depreciation reserve 
is set up, all renewals and replacements must be charged to such reserve and 
the addition to this reserve each year must be a fair measure of the loss which 
the corporation sastains by reason of the depreciation of its property. 

15. The amount of interest deductible is the amount of interest accrucd and 
paid within the year on bonded or other indebtedness not exceeding one-half 
of the eum of interest-bearing indebtedness and the paid-up capital siock out- 
standing at the close of the year, ot if no capital stock, the amount cf interest 
paid within ihe year on an amount of indebtednem not exceeding the amount of 
capital employed in the business st the close of the year; or in case of & cor 
poration, youn! stock company or association, or insurance company organised under 
the laws of a foreign country, interest so paid on its bonded or other indebtedness 
to an amount of auch bonded or other indebtedness not exceeding the propor 
tion of its paid-up capital stock outstanding at the close of the year, or if ne 
capital stock, the amount of capital employed in the business at the close of the year 
which the gross amount of its income for the year from business transacted end co piial 
invested within the United States bears to the gross emount of ila income derived from 
all sources within and without the United States. All interest deductions must 
be claimed under Item 6 on the return form 

6. Dividends declared or paid are not deductible from gross income 

17 Dividends received upon he stock of other corporations must be included ia 
gross income and are not deductible therefrom in the ascertainment of the nat 
income on which the tax is computed. 

18. Interest received upon the obligaticts of a State gr any politics! sub- 
division thereof, and upon the obligations of the United States or its possessions, 
should be included in gross income, as weil as all other interest due and accrued 
during the period for which return is made, 

19. Accrued interest is considered to be interest due and payable, except ia 
the cases of banking or other similar institutions which clone their accounts on 
the basis of the interest earned. In all cases the accrued interest shall be reported 
on the basis on which the books are closed 

20. Tates deductible im the return are such taxes, actually paid within the 
year, as are imposed by authority of the United States or of any State or Terri- 
tory thereof, or by the government of any foreign coantry, not incliding taxee 
paid by @ corporation, purmant to guaranty, on its bonds or the income there- 
from and not including those taxes assemed against local benefits. A reserve 
for taxes, as euch, is not deductible 

21. The gross income of mercantile corporations should be ascertained in the 
following manner: From the sum of the total sales during the year plus the eum 
of the inventory at the end of the year, deduct the sum of the inventory at the 
beginning of the year plus the cost of the goods and materials purchased during 
the year; to this difference add the income received from any other source and 
the result will be the gross income to be reported under Item No. 3 of the return. 

22. Gross income in the case of a manufacturing corporation shall include the 
total receipts from the ale of al! manufactured goods sold during the year plus 
any increase in the inventoried value ascertained through an accounting of the 
finished and unfinished product, raw material, etc., om hand at the cloee of the 


year 

23. To the income thus ascertained there should be added the income arising, 
accruing, or received from any and all other sources, the aggregate thus aecer- 
tained to be the gross income to be returned under Item No. 3 of the return 
farm. Since the gross income thus sscertained represents the total receipts as 
well as the inventoried value of finished and unfinished products, raw material, 
ete., the corporation will include in its deduction under Item No. 4 all expendi- 
tures for material, labor, fuel, and other items going to make up the cost of the 
goods aold or inventoried at the end of the year. 





SPECIAL, NOTICE.—ANY OFFICER OF ANY CORPORATION REQUIRED BY LAW TO MAUE, RENDER, SIGN OR VERIFY ANY RETURN, 
WHO MAKES ANY PT iL 32 OR FRAUDULENT RETURN OR STATEMENT WITH INTENT TO DEFEAT OR EVADE THR, ASSESSMENT 


REQUIRED BY SECT 





8, ACT OF OOTOBER 8, 1913, TO BE. MADE, 


SHALL BE GUILTY OF A MISDEMEA’ OR AND SHALL BE FINED 


NOT EXCEPDING 22,000, OR BE IMPRISONED NOT EXCEEDING ONE YEAR, OR BOTH, AT THE DISC_ATION OF THE COURT, WITH 


ful COSTS OF PROSECUTION. 


of Ts 


144 





a 





me ae at 








RS A aN 


a atl ae 


ag OL 


ee nn err 





Income Tax Department 











TO BE FILLED IN BY OOLLECTORS. Form 1035. TO BE FILLED IN BY INTERNAL REVENVE GUREAU. 
5 THe enone. fer fois © to have this Retura io 
CFE MO. enon ennnnne OUOSS aoe on- noon the beads of the io of latoracl ® a ons 
on er befere March |, or within 60 days after list 191 
eons District of erecee oes recess the ofese of the fiscal year, is a sum mot ox- 
- ceeding $10,000. 
Oote received ......... piapitdseisiacasesaale (See instreotions of other side.) Page : sttatoay tee aniaeited eovesseee 


UNITED STATES INTERNAL REVENUE. 


RETURN tN OF ANNUAL NET INCOME. 
of Congress approved October 3, 1913.) 


MISCELLANEOUS CORPORATIONS. 


RETURN OF NET INCOME received during the ~orud year ended... ae ee 
(Meme Of corporation, jolot i.<k Compeey, oF seen tation ) 
the principal place of business of which is located af 2.2. eee eennene si elscgline Shaneaapneli eisai 
(Street and We.) 
COT TO Goan nserver _. in the State of sesso etaeiellttbtegaaalisap linia 


(The “ year” as bereinafter used means the calendar year or Siscal year as the case may be.) 


i. Total amount of paid-up capital stock outstanding at close of the year, or if no capital stock, the 
capital employed in the business at the close of the year... ...... 22... 22.22. seen eee eee eeeeeees Qancsnnesccensssnecssesinnanameasngye 





2. Total amount of bonded and other indebted: itetanding at close of year ...................... ae 








3. Gross Income (see Note A, and instructions, paregraphs 10, 17, 18, and 19)................ 2.2... $. 
DEDUCTIONS. 
. @) Totalamount of all the ordinary and asomeere expenses a — the 
year in the and op roperties 
of the corporation, EXCLUSIVE OF INTEREST PAYMENTS. “(See NoteB.) &.. 
{) All rentals or other payments required to made as a condition to 
the continued use or possession of the property. (See paragraph 12 
RE Ge Fn an cic cnes sé ccncnengnnsebessned ctbchanathese 








* 








. {a) Total amount of losses sustained during the year not compensated by 
OT IE CI NIE AO Decenencenncsrtemnccematsiens 


ao 


(6) Total amount of depreciation for the year. (See paragraphs 13 and 14). *6. 





fe) Total amount of interest accrued and paid within the year on an 
amount of bonded or other indebtedness not exceeding one-half of the eum of its 
interest- indebdtedrem and !ts paid-up capital stock outstanding at the close of the 
year, or if no capital stock, the amount of interest paid within the year on 2n amount 
yey: ye not exceeding the amount of capual employed in the business at the : 

e BD FOE oo wnae cocnce cpsstaccesqugeseanedse eapen cempencbubancscegiuneconss lessinenihenenenenencnntiie ane 
®) Total emeuen of interest received upon obligations of a State or 
— subdivision thereof, and upon the obligations of the United 

OND GP TD INNER. oo cc cece csc cecccccevccsccpceccenseotengecs anconencnnienvainntiiontmmaninmn 


4m) Total taxes paid during the year imposed under authority of the 
United States or any State or Territory thereof...... Se allsicelosiibiaiies 1 cinccnictnecpedinsesaiaeiabiae 


Gy PRR GN BIN a. cccesctiids tenses eons. codsnddensst ‘vt oe 


TOTAL. DEDUCTIONS -... siahubudindeswes Saawede a eee — sanisunaiias 





8 pratt A cee = tes is calculated. ............ Sev ccetaccces ocsescuce * 


—The above ix: eee for figures should show the amount of each reepective item li there is nothing to return as to any item, the word “nove” aowst 
be a 








Ee a ineunie . , TO WIT 
, President, and a ee a Join ot 
the _... =... & COFrporation, whose return of annual net income is set forth above, being severally 


duly sworn, each ‘for himself, -deposes and says ‘that the Toregoing report and the several items therein set forth are, to his best 
knowledge and belief and from such information as he has been able to obtain, true aud correct in each every particular; that 
the amount of gross income therein set forth is the full amount of gross income, without any deduction whatsoever, received from 
all sources by the said corpdration during the yeer stated, and that the net income therein set forth is the full amount'upon which 
the tax at 1 .per.centum is to be calculated an 


Sworn aND SUBSCRIBED to before me this _.. 











day of ; - « -- £92 
4 ] 

SEAL OF | - 

OFFICER 1 

TAKING j e ° - - eee eee enone ee eens ones + meee 

AFFiDaviIT 
(OMfetal capacity ) 

oe a es ee ee 7 

Nore A —Grom income sball comms of the otal of the gram revenues derived from the operation ané4 management of and poepation, conned 
amounts of income from otber sources, including dividends received on stock of other organizations, whether subject to spasa tax or not, interest received a 
obligations of a State or political subdivimon thereof, and upon the oM.gatious of the United States or ite possemons, as chown by eatrise upon its books -~t 2 
year for which the return is made. 

Nore B.—The deductions authorized shall rong all expense items under the various beads acknowledged as liabilities oy Ge nc poem making the retusa 
and entered on its books during the year. Amounts | deg pepe dividends on stock, preterred of common, ot akg yermant nerve 
or betterments, etc , or in any way translerred to capita) account, are a 4 en ascertaning annual net income — Toterest indebted nem 
m real evtate oxcupi or used by a coupuntion tag Se Catestes ta: Keen's. “Sk the interest to paid, as 0 rental or franchise Ty mptepeeeh Fo 

ition to the continued use and possession of the property. The amount so paid and wcluded in Item 4 }d be stated separately under 


to. he made w 8 
item 400). (hee pemnguegh 12 on reverse of this form.) 
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INSTRUCTIONS 


SPECIAL NOTICE. —THIS FORM, PROPERLY FILLED OUT AND EXECUTED, MUST BE IN THE HANDS OF THE COLLECTOR OF INTERNAL 


@QRVENUE FOR THE 





STRICT IN WHICH [8 LOCATED THE PRINCIPAL BUSINESS OFFICE OF THE CORPORATION MAKING THE 


RETURN, ON OR BEFORE MARCH 1, IN CASE THE RETURN IS BASED ON THE CALENDAR YEAR, OR WITHIN 60 DAYS AFTER THE EXPI- 
RATION OF THE FISCAL YEAR IN CASE THE RETURN IS MADE ON THAT BASIS. 

FOR FAILURE TO COMPLY WITH THIS PROVISION OF THE LAW, THE AMOUNT OF THE ASSESSMENT IS INCREASED 50 PER CENT 
AND LIABILITY TO A SPECIFIC PENALTY NOT EXCEEDING $10,000 IS INCURRED. 


2. This return of annual net income should be filed with the Collector of Inter- 
os) Revenue of the district in which the corporation has its principal place of 
buanew 

2. The principal place of business as used in the act and in these regulations 
i#held to mean the place in which the books of account and other data to be used 
in preparing the return of annual net income are ordinarily kept 

3. Returns must be verified by two officers of the corporation; that is, by two 
individuals, namely, the premdént, vice president, or other principe! officer, 
end treasurer of amustant treasurer, or chief financial officer 

+ 4. The affidavit of verification must be made before a notary public or ome 
Othe? officer qualified to administer oaths, and the seal of the attesting officer, 
U euch officer is required by law to have a seal, must be impreased on the return 
in the space reserved for that purpose 

5. The return must be true and accurate in every reepect and must disclose 
ali the income arising, accruing, or received from all sources during the year for 
which the return is made 

6. If the return is based upon the calendar year it should be filed with the 
collector on or before the fret day of March next succeeding such calendar year. 
If it ie made on the basis of bumness tranmcted during a fieca!l year, duly deaig- 
nated in accordance with the law and the regulations, the return must be filed 
with the collector om or before the last-<day of the 60-day period nert following the 
dete demgrated as the close of the fiscal year 

7. In case of sickness or absence of an officer required to verify the return, the 
collector of the district w authorized to extend the time for filing such return 
mot exceeding 30 days from the date when such return is otherwise due. Appli- 
cation for euch extension should be made prior to the date when the return is 
due, or within the 30-day period for which such extension is desired and can 
be granted 

8. Iteo No, 1 of the schedule on the obverse of this form should not include 
uniaed or treasury stock, but only such stock as has actually been iasued and 
for which payment has been received; or, in caae no stock is issued, there should 
be reported under this item the amount of capital astually employed in the 
business and property of the corporation. In cases wherein the capital stock 
w waved payable in installments or upon assesment, only eo much of the capital 
as has been actually paid in upon such installments or asseasments should be 
reported under this item 

9. It#m No. 2 should include all interest-bearing indebtedness for the pay- 
ment of which the corporation or its property is bound. In case of banking 
corporations and like financial institutuons, deposits should not be reported as 
indebtedness under this bead. 

10. Item No. 3 of the return form (groee income) should include all income 
derived from the operations and management of the business and properties, 
together with all] actual increases in value by appraisement, adjustment, or 
otherwise in the value of the amets which have been taken up on the books as 
income or credited to profit and low during the year. In the case of a corpora- 
tion organized, authorized, or existing under the laws of any foreign country, 
the gross income to be returned is the gros amount of ite income for the year 
resulting from business transacted and capital invested within the United States 

12. Item No. 4 (a) should include the total amount of all ordinary and necessary 
expenses paid out of earnings in the maintenance and operation of the business 
and properties of the corporation, etc., exclusive of interest and other payments 
to be listed under their respective heads on the return forme. 

12. Item No. 4 (6) ahould include all rentals or other payments required to be 
made as 3 condition to the continued use or possession of the property. In cases 
where interest on a mortgage on property occupied or used by the corporation 
is paid as a condition to ite possession and,use, thus becoming in the nature of a 
rental charge, such interest charge may be included in the deduction under 
thisitem. Mortgage indebted: , aaoumed or J, on property to which 
the corporstion has taken or is taking title, or in which it has an equity, or in 
the acquirement of which the mortgage was considered a part of the purchase 
price, ie held to be a debt of the corporation and interest paid on euch indebted- 
bem will be deductible only under Item 6 of the return. 

13. The amount claimed under Item No. 5 (5) for depreciation ahould be such 
@2 amount ar measures the low which the corporation actually sustains during 
the year in the value of buildings, machinery, and such other property as is 
eubject to depreciation on account of wear and tear, exlaustion, or obsvlescence. 








The amount taken credit for on this account in order to be allowable should be 
#0 entered on the books as to constitute a liability against the assets of the cor 
poration. The amount claimed under this item should not cover losses in the 
value of stocks and bonds. Decrease in the book value of securities owned, so 
far as euch decrease represents a decline in the actual value of such securities, 
should be deducted under item 5 (c) of the return 

14. Where depreciation of physica! property is made good by renewals, replace- 
ments, repaire, etc., and the expense of such renewals, replacements, repairs, 
etc., is charged to the general expense account, no deduction for depreciation 
can be made in the return of angual net income. Where a depreciation reserve 
is eet up, all renewals and replacements must be charged to such reserve and 
the addition to this reserve each year must be a fair measure of the loss which 
the corporation eustains by reason of the depreciation of its property. 

15. The amount of interest deductible is the amount of interest accrued and 
paid within the year on bonded or other indebtedness not exceeding one-half 
of the sum of interest-bearing indebtedness and the paid-up capital stock out- 
@tanding at the close of the year, or if no capital stock, the amount of interest 
paid within the year on an amount of indebtedness not exceeding the amount of 
pital employed in the business at the close of the year; or in case of a ¢or- 
poration, yont stock company oF association, or insurance company organized under 
the lawe of a foreign country, interest so paid on its bonded er other indebtedness 
to ap ameunt of euch bonded or other indebtedness not exceeding the propor- 
tion of its paid-up capital stock outstanding at the close of the year, or if no 
capital stock, the amount of capital employed in the business at the close of the year, 
which the gross amount of its income for the year from business transacted and capitad 
invested within the United States bears to the gross amount of its wncome derived from 
all sources within and without the United States.. All interest deductions must 
be claimed under Item 6 on the return form 

16. Dividends declared or paid are not deductible from gross income 

17. Dividends received upon the stock of other corporations must be included in 
yfoms income and are not deductible therefrom in the ascertainment of the net 
income on which the tax is computed. 

18. Interest received upon the obligations of a State of any »olitical sub- 
division thereof, and upon the obligations of the United States or its possessions, 
sbould be included in gross income, as well as all other interest due and accrued 
during the period for which return is made. 

19. Accrued interest is considered to be interest due and payable, except in 
the cases of banking or other similar institutions which close their accounts on 
the basis of the interest earned. In all cases the accrued interest shall be reported 
on the basis on which the books are closed 

20. Taxes deductible in the return are euch taxes, actually paid within the 
year, as are imposed by authority of the United States or of any State or Terri- 
tory thereof, or by the government of any foreign country, not including taxes 
paid by corporation, pursuant to guaranty, on its bonds or the income there- 
from and not including those taxes amessed against local benefits. A reserve 
for taxes, as euch, is not deductible. 

21. The gross income of mercantile corp should be d in the 
following manner: From the sum of the totai males during the year plus the sum 
of the inventory at the end of the year, deduct the sum of the inventory at the 
beginning of the year plus the cost of the goods and materials purchased during 
the year; to this difference add the income received from any other source and 
the result will be the gross income to be reported under Item No. 3 of the return. 

22. Grose income in the case of a manu’ tion shal! include the 








any increase in the i 
finished and unfinished product, raw material, etc., on hand at th. close of the 


23. To the income thus ascertained there should be added the income arising, 
accruing, or received from any and all other sources, the aggregate thus ascer- 
tained to be the grow income to be returned under Item No. 3 of the return 
form. Since the gross income thus ascertained represents the total receipts as 
well as the inventoried value of finished and unfinished products, raw material, 
ete., the corporation will include in its deduction under Item No. 4 all expendi- 
tures for material, labor, fuel, and other items going to make up the cost of the 
goods sold or inventoried at the end of the year 


SPECIAL NOTICE.—ANY OFFICER OF ANY CORPORATION REQUIRED BY LAW TO MAKE, RENDER, SIGN OB VERIFY ANY RETURN, 
WHO MAKES ANY FALSE OR FRAUDULENT RETURN OR STATEMENT WITH INTENT TO DEFEAT OR EVADE THE ASSESSMENT 
REQUIRED BY SECTION 2, ACT OF OCTOBER 3, 1918, TO BE MADE, SHALL BE GUILTY OF A MISDEMEANOR AND SHALL BE FINED 


NOT EXCEED! 
THE COSTS OF PROSECUTION. 





@ $2,000, OR BE IMPRISONED NOT EXCEEDING ONE YEAR, OB BOTH, AT REE DISCRETION OF THE COURT, WITB 
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Income Tax Department 


TO BE FILLED IN BY COLLECTOR. Form 1040, TO BE FILLED IN BY INTERNAL REVENUE BUREAU. 
List No. a INCOME TAX. Me, «cn ccinnieceieemenamal 
District of a Pas Bp ya ae wy Assessment List ....----------»-0--wer-n---m 


THE WANDS OF THE COLLECTOR OF ' 
Date receved sa---ev--m -WNTERINAL REVENUE ON OR BEFORE Page... LIMB —------anennernnnn 
MARCH § IS $20 TO $1,000. 


(SBE INSTRUCTIONS ON PAGE 4.) 


UNITED STATES INTERNAL REVENUE. 


RETURN OF ANNUAL NET INCOME OF INDIVIDUALS. 


(As provided by Act of Congress, approved October 3, 1915.) 


RETURN OF NET INCOME RECEIVED OR ACCRUED DURING THE YEAR ENDED DECEMBER 31, 191.... 
(FOR THE YEAR 1913, FROM-MARCH 1, TO DECEMBER 31.) 

















































































































Filed by (or for) —.... a SL are ee ee ee” Se 
~ (ruil name of individeal.) (Street abd No.) 
in the City, Town, or Post Office of ....—--.-. nctninnnissinimmnaitedes State of ne 
(mm is in ssemetenk hie nathenuiitintaens 
1. Gross Incomm (see page 2, line 12) -..... 22-2... - 2+ cocc won coe ceccecereees cece eoneeee ee, — 
2. Ganunat Dapvucrions (ese page 3, line 7) .....-...00e coc cccwccccghs sees cecceces concccsocs ces’ aS ares Se ee 
3. Net ixcome -- pe wows enw ndossees 10-2 205ss0e-cescnet B mt 
Deductions née exemptions allowed | in computing income subject to the normal tax of 1 per cent. 
4. Dividends and net earnings received or accrued, of corpora- 
tions, ete., subject to like tax. (See page 2, line 11)........- | eee 
5. Amount of income on which the normai tax has been deducted 
and withheld at the source. (See page 2, line 9, column A) -..).......__... cues Gane = } 
| | 
6. Specific exemption of $3,000 or $4,000, as the case may be. | } 
(See Instructions 3 and 19) ..... 2.222. .-cece -20ce0e- 0200 a 
' | 
ie 
otal deductions and pti (Items 4, 5, and 6)........ 1 ee ES mn? i 2 
ee 
7! TAXABLE Ixcome of on which the normal tax of f 1 per cent is to be calculated. (See Instruction 3). | $ | a ref — 
8. When the net income shown above on line 3 exceeds $20,000, the additional tax thereon must be calculated as per schedule below: 
INCOME. TAK. 
co Fd 
1 per cent on amount over $20,000 and not exceeding $50,000....) $_.... } | $~-------|--------- ee — 
s - - 50,000 “* “ ee, Se ed ee os as ees See ae 
Pee Be 
s ° “ 7,000 « “ a Lee Sees Sew OO os (RR Oe ae 
Pe ee iE 
e = - 100,000 © MN. — ie Swen unas! Omerewues! cere rns! ese =! — 
} 1 
_ | | ! | | | } 
$s °- “ 250,000 * a oe eee = So aee 2S 
. se 
ae es 
Total additional or super tax .....................- pee: | ‘ane nee ie 
; 
} 
Total normal tax (1 per cent of amount entered on line 7)... | $- ‘a . — 
py | 
Datel tore Way nn. cen cess cccvcescocssesesnoosesosstsey | $..-------|-.------,-!-------- Decmeneiaet 
2 





are t 


4 
4 
i} 
th | 
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GROSS INCOME. 


This statement must show in the preper spaces the.entire amount of gains, profits, and income received by or accrued to the individyel 
Srem all sources during the year specified on page | 


ce Ss. 
- | 
DESCRIPTION OF INCOME. Amount of income on which tax has been | Am@unt of income on which tax has wor 
deducted and withheld at the source. been deducte + and withbeld at the source 


t. Total amount derived from salaries, wages, or compensation for | j | i | H | 
personal service of whatever kind and in whatever form paid_| $ = i ancinied een Snes, eee 


2 Total amount derived from prof 
trade, counmerce, or eales or dealings in property, ina 
or personal, growing out of the omnes et use of or interest 
in real or personal property, including bonds, stocks, ete -- 





%. Total amount derived from rents and from interest on notes, 
mortgages, and seeurities (other than reported on lines 5 
and Siimaaemenmiiaeaant . 


4. Total amount of gains and profite derived from partnership 
business, whether the same be divided and distributed or not.'...........- 


& Total amount of fixed and determinable annual gains, profits, 
and income derived from interest upon bonds and mort- 
mene or deeds of trust, or other similar obligations of 

orations, joint-stock companies or associations, and 
insurance companies, whether payable comely or at shorter 
@ longer periods... .- ..- . 2-22.22 225 2 oo nee non nn |. -2--anceen=|-evoceone-[-eowee oe 


of exchange for or in — of interest upon ype 

ta fore countries an oreign mortgages or “~ iga- 

aoe (ot yable in the Ur United States): and also from cou- 

=} or bills of exchange for or in payment of any 
lends upon | the stock or interest upon the obligations. of 

foreign corp and F 

engaged in business in foreign countries._...............-.- ee Cee SaaS 





6. Total amount of income derived from coupons, Sees or bills a 
} 








| 
¥. Total amount of income reteived from fiduciaries... ........... a 4 eee S aniekins wn-lnnaea-e onoe+-0+-]-socepee 


a ba amount of income derived from any source etatoren, | 
not specified or entered eleewhere on this page . .......~....|.... 








°. Torats...... 








NOTE.—Enter total of Column A on line & of firet page. 
wn. Acerreats Torats of Covumys A ann B .........--.--.------------ is 
iL. Tota} amount of inoome-derived from dividends on the stock or from the net earni! of corpo- 
ratious, joint-stock 


ngs 
¢ companies subject to like tax ~--.-- -_ = 
ecianseaenedtaens | | t 
‘ ' } j 
| 





® 





12. Torar “Gross Income” Hh centenstonsicanasteanteennthabadheanticatdl : ee — 
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GENERAL DEDUCTIONS. 









































1. The amount of necessary | ey onay paid | in —— on business, bat not ey | 

business expenses of p and no 1, living, or family expenses .. ew sven 
2. All interest paid within the year on persona! indebtedness of taxpayer ........-.-.......--.--. }-—. ----}.... ----/ SS 
3. All national, State, county, sctiool, and penne taxes ane within the year (not aeiating iene 

assessed against local benefits) ~~... ....-....--.--2- +--+ - 0+ 2+ nnn cone er eeee ee © : 
4. Losses actually sustained during 1 the year incurred in trade or otis from fires, storms, or ] 

shipwreck, and not Pp ter by i or otherwise - ee ee ee «Pisce henedjoosse - 
5. Debts due which have been a neatly ascertained to be worthless and which have been charged 

off within the year... wceccccccces cscs cons conces ccccee conc coccccenasocemoscosboccoses: eaccecece-|-acecccses | sonore 
6. Amount rep for the exhaustion, wear, and tear of y 

arising out of its a or comet in the business, not to exceed, in the case of mines, 

5 per cent of the gross value at mine of the output for the year for which the computation 

is made, but no deduction shal made for any amount of expense of nae property 

or making good the exhaustion AD for which an allowance is or has been made ....._ ....|-...-—.-.|_-..-.-...4---.-—-.|-------- 
7. Total “Genera, Depoctioxs” (to be entered on line 2 of first page) .......... ~--- .--- --0~ «+ --jacewewanpe cjenen seman [roeeneones on 








AFFIDAVIT TO BE EXECUTED BY INDIVIDUAL MAKING HIS OWN RETURN. 


I solemnly swear (or affirm) that the foregoing return, to the best of my knowledge and belief, contains’ true and complete 
statement of all gains, profits, and income received by or accrued to me during the year for which the return is made, and ‘that I am 
entitled to all the deductions and exemptions entered or claimed therein, under the Federal Income-tax Law of October 3, 1913. 











Sworn to and subscribed before me this ...................-- 
Oaay OF cctittsittntaiaitsiniiinininipnans Te — 
men 4 cnansoatuvesssacurnescanteabussssuaanincnententeinesenenss 
OFFICER 
TAKING 
AFFIDAVIT. 
a ~“[Oticial capacity.) SSS 
AFFIDAVIT TQ BE EXECUTED BY DULY AUTHORIZED AGENT MAKING RETURN FOR INDIVIDUAL. 
I solemnly swear (or affirm) that I have sufficient knowledge of the affairs and property of oe 





to enable me to make a full and complete return thereof, an that the foregoing return, to the best of my knowledge and belief, contains 
a true and complete statement of all gains, profits, and income received by or accrued to aaid individual during the year for which the 
return is made, and that the eaid individual is entitled, under the Federal Income-tax Law of October 3, 1913, to all the deductions 
and exemptions enter&! or claimed therein. 


Sworn to and subscribed before me this _.................... siseastibienintneinnntemnangiii 





(signature of agent.) 


a 






-. aoonese 
om” FULL 
seat oF qretewcconce masestocccanntn oscocbenenencceses eussosoases eeenqecceens +00 cn enas-+ scenes scenes eoenes cceweccenese scence: ssosse 
OFFICER 
| Ar FiOaveT. 
ne 
2-787 (cE INSTRUCTIONS ON 1 BACK OF THIS PAGE.) 
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INSTRUCTIONS. 


1. This return shall be made by every citizen of the United 
States, whether residing at home or abroad, and by every person 
residing in the United States, though not a citizen thereof, having 
a net income of $3,000 or over for the taxable year, and also by 
every nonresident alien deriving income from property owned 
and business, trade, or profession cagried on in the United States 
by him 

2. When an individual by reason of minority, sickness or 
other disability, or absence from the United States, is unable to 
make his own return, it may be made for him by his duly author- 
ized representative 

3. The normal tax of 1 per cent shall be assessed on the total 
net income Jess the specific exemption of $3,000 or $4,000 as the 
case may be. (For the year 1913, the specific exemption allow- 
able is $2,500 or $3,333.33, as the “case may be.) {If, however, 
the normal tax has heen deducted and withheld on any part of 
the income at the source, or if any part of the income is received 
as dividends upon the stock or from the net earnings of any cor- 
poration, etc., which is taxable upon its net income, such income 
shall be deducted from the individual's total net income for the 
purpose of calculating the amount of income on which the indi- 
vidual is liable for the normal tax of 1 per cent by virtue of this 
return. (See page 1, line 7.) 

4. The additional or super tax shall be calculated as stated on 
page 1. 

5. This return shall be filed with the Collector of Internal 
Revenue for the district in which the individual resides if he has 
no other place of business, otherwise in the district in which he 
has his principal place of business; or in case the person resides in 
& foreign country, then with the collector for the district in 
which his principal business is carried on in the United States. 

6. This return must be filed on or before the first day of March 
succeeding the close of the calendar year for which return is made 

7. The penalty for failure to file the return within the time speci- 
feed by law is $20 to $1,000. In case of refusal or neglect to render 
the return within the required time (except in cases of sickness 
or absence), 50 per cent shall be added to amount of tax assessed. 
In case of false or fraudulent return, 100 per cént shall be added to 
such tax, and any person required by law to make, render, sign, 
or verify any réturn who makes any false or fraudulent return or 
statement with intent to defeat or evade the assessment required 
by this section to be made shall be guilty of a misdemeanor, and 
shall be fined not exceeding $2,000 or be imprisoned not exceed- 
ing one year, or both, at the discretign of the court, with the costs 
of prosecution. 

8. When the return is not filed within the required time by 
reason of sickness or absence, of the individual, an extension of 
time, not exceeding 30 days from March 1, within which to file 
such return, may,be granted by the collector, provided an appli- 
cation therefor is made by the individual within the period for 
which such extension is desired. ‘ 

9. This return properly filled out must be made under oath 
or affirmation. Affidavits may be made before any officer 
authorized by law to administer oaths. If-before a justice of the 
peace or magistrate, not using a seal, a certificate of the clerk of the 
court as to the authority of such officer to administer oaths should 
be attached to the return. 

10: Expense for medical attendance, store accounts, family 
supplies, wages of domestic servants, cost of board, room, or 
house rent for family or personal use, are not expenses that can be 
deducted from gross income. In case an individual owns his own 
reaidence he can not deduct the estimated value of bis rent 





neither shall he be required. to include such estimated rental of 
his home as income. 

11. The farmer, in computing the net income from his farm for 
his annual return, shall include all moneys received for produce 
and animals sold, and for the wool.and hides of animals slaugh- 
tered, provided such wool and hides are sold, and he shall deduct 
therefrom the sums actually paid as purchase money for the 
animals sold or slaughtered during the year. 

When animals were raised by the owner and are sold or slaugh- 
tered he shall not deduct their value as expenses or loss, He 
may deduct the amount of money actually paid as expense for 
producing any farm products, live stock, etc. In deducting 
expenses for repairs on farm property the amount deducted must 
not exceed the amount actually expended for such repairs dur- 
ing the year for which the return is made. (See page 3, item 6.) 
The cost of replacing tools or machinery is a deductible expense 
to the extent that the cost of the new articles does not exceed 
the value of the old. 

2. In calculating losses, only such losses as shall have been 
actually sustained and the amount of which has been definitely 
ascertained during the year covered by the return can be deducted. 

13. Persons receiving fees or tl ts for professional or 
other services, as in the case of physicians or lawyers, should 
include all actual receipts for services rendered in the year for 
which return is made, together with all unpaid accounts, charges 
for services, or contingent income due for that year, if good and 
collectible. 

14. Debts which were contracted during the year for which 
return is made, but found in said year to be worthless, may be 
deducted from gross income for said year, but such debts can 
not be regarded as worthless until after legal proceedings to 
recover the same have proved fruitless, or it clearly appears that 
the debtor is insolvent. If debts contracted prior to the year 
for which return is made were included as income in return for 
year in which said debts were contracted, and such debts shall 
subsequently prove to be worthless, they may be deducted under 
the head of losses in the return for the year in which such debts 
were charged off as worthless. 

15. Amounts due or accrued to the individual members of a 
partnership from the net earnings of the partnership, whether 
apportioned and distributed or not, shall be included in the 
annual return of the individual. 

16. United States pensions shall be included as income. 

17. Estimated advance im value of real estate is not required 
to be reported as income, unless the increased value is taken up 
on the books of the individual as an increase of assets. 

18. Costs of suits and other legal proceedings arising from ordi- 
nary business may be treated as an expense of such business, and 
may be deducted from gross income for the year in which such 
costs were paid. 

19. An unmarried individual or a married individual not living 
with wife or husband shall be allowed an exemption of $3,000. 
When husband and wife live togethes they shall be allowed 
jointly a total exemption of only $4,000 on their aggregate income. 
They may make a joint return, both subscribing thereto, or if 
they have separate incomes, they may make separate returns; 
but in no case shell they jointly claim more than $4,000 exemp- 
tion on their aggregate income. 

20. In computing ret income there shall be cxchuded the 
compensation of all officers and employees of a State or any 
political subdivision. thereof, except when such compensation is 
paid by the United States Government. ¢ 2=7387 
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UNITED STATES INTERNAL REVENUE. 


RETURN OF ANNUAL INCOME BY FIDUCIARIES. 


(As provided by Act of Congress approved October 3, 1913.) 


RETURN OF INCOME RECEIVED OR ACCRUED DURING THE YEAR ENDED DECEMBER 31, 193... 
(FOR THE YEAR 1913, FROM MARCH 1, TO DECEMBER 31.) 





















































Filed 6 acting in the copacity of 
7 (Same of Sduciary.) y f 
visecmeaeae ee for the beneficiaries of the estate or trust of. 
(State whether trustee, execetur, etc ) 
(Fill im pages 2 and 3 before making entries on this page.) ad 
1. Gross Income (see page 2, line 11) ...........------..-.---- one avestatedessddne sebnbbesauuinnl t 
S. Doman Deen Gren pee O, Bee GO... ccceccccsncsccctpncscssgusdics stsssetneeenel t 
3. Amount of income paid or pepsin to beneficiaries on which the normal tax of 1 per cent has 
been deducted and withheld as listed below -........ ...-.--.--------- 22-22 one wee ene ee § 
Amount of income Amount of exemp- Amouut of income on Amount of tax with- 
Names of beneficiaries. Addresses. = or acerued to tion Fa Pony we 
Te Ee a hin <ccteacttiaceata $ — | ae 
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GROSS INCOME. 


This statement must show in the proper spaces the entire amount of gains, profits, and income coming into the custody or control end 
management of the fiduciary, for the benefit of the beneficiaries of the trust or estate, during the year specified on page 1. 





a 
Amount of income on which tax has been 
deducted and withheld at the sourre. 


DESCRIPTION OF INCOME. 


Amoent of 
been deducted and withheld at the source. 


Bs. 
income on which tax has wor 





L Total amount derived from salaries, wages, or compensation for 
personal service of whatever kind and in whatever form paid_} $...._.. 


a . 








2. Total amount derived from professi ti b 
trace, commerce, or sales or dealings in property, whether real 
or personal, growing out of the ownership or use of or interest 
in real or personal property, including bonds, stocks, etc.-~-|-----...... 














3. Total amount derived from rents and from interest on notes, { 
* mortgages, and securities (other than reported on lines 5 } 
6B Qcnccecccnccccsscctasccesecéenecdscsesccensscccccocdpnncsesesed A cntnstonatel 








4. Total amount of gains and profits derived from partnership 
business, whether the same be divided and distributed or not_|------ —— 








6. Total amount of fixed and determinable annual gains, profits, 
and income derived from interest upon bonds and mort- 
gages or deeds of trust, or other similar obligations of 
corporations, joint-stock i or jati and 
insurance companies, whether payable annually or at shorter 
or longer periods 








6. Total amount of income derived from coupons, checks, or bills 
of exchange for or in payment of interest upon bonds issued 
in foreign countries and upon foreign mortgages or like obliga- 
tions (not payable in the United States), and also from cou- 
pons, checks, or bills of exchange for or in payment of any 
dividends upon the stock or interest upon the obligations of 
foreign corporations, associations, and insurance companies 
engaged in business in foreign countries__......-..--..-~--- 








7. Total amount of income derived from any source whatever, 





not specified or entered elsewhere on this page ---~~-~------}---_---.----|__--.. ...|.---------}_------ ‘ 














8. 0 itenininitttan sl —_—— | 














NOTE.—Enter total of Column A on line 8 of third page. 


9. Aaareoats Toraus or Cotumns A anp B ----.--.....--.--.---------- 


10. Total amount of income derived from dividends on the stock or from the net earnings of corpo- 
rations, joint- -stock companies, associations, Or insurance com panics subject to like tax ......- 
(Te be entered on Une 7 of third page.) 


V1. Acorroats Torat of “Gross Income” {to be entered on line 1 of first page) 


¢ 2—T7374 a a —— _ 
————=s= = 
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3 
DEDUCTIONS. 

1. The amount of necessary expenses ly paid in carrying on business, but hot including 

business expenses of pataehign, as not including personal, living, or family expenses...... $. 
2. All interest paid within the year on personal indebtedness of taxpayer............ penssoaciunes oeece bene 
3. All United States, State, county, ~ 9 and omnge taxes paid teagan the year (not including 

those against local eceeee 294:000000540008 0000 endbtheons sonesetseatetes ount, 
4. Losses actually sustained a the or incurred in trade or arising from fires, storms, or 

shipwreck, and not d for by i Of Otherwise .... 2.2.4. cess eens anne seee eens seneseve 








5. Debts due which have been actaally essertained to be worthless and which have ote charged 


Off within the year. ... 2.0 .ccccecescee cons cece cetees ceccescccscccceses soc cecsosceecesenes 





6. Amount representing a reasonable —y for the exhaustion, wear, and tear of property 
arising out of its use or employment ip the busi not to exceed, in the case of mines, 
5 per cent of the gross value at mine of the output for the year for "which the e0 computation 
is made, but no deduction shall be made for any amount of expense of ——- property 






































or making good the exhaustion thereof, for which an allowance is or has been made.......... ~ 
7. Total amount of income derived from dividends on the stock or from the net earnings of corpo- 
rations, jvint-stock companies, associations, or insurance companies subject to like tax (same 
as entry 00 Jie 10, page 2) .... 22... ccccccecccccecscccscces cece tees cccceccssees cess teesece ce 
8. Amount of income on which the gormal tax of 1 per cent has been deducted and wane at 
the source (see page 2, liné 8, column A). ......-----200 ceeeneenee eee ercese En Sa Sa a Sn 
9. Toran Dgpvctioxs (to be entered on line 2 of first page)... . esocgeenecncnecesncss cnunbees ended 
AFFIDAVIT TO BE EXECUTED WHERE FIDUCIARY IS AN INDIVIDUAL. 
I solemnly ewear (or affirm) that I aro the ......... , for the beneficiaries of the estate or 
(Stato whether trustee, executor, etc.) 
traat OF .....<.-<asapeqrapinsaintnstiithiiiiginnenimengiiniateaiiaiiibaiaiiae that the no shen, to the te Fo | 
knowledge and belief, contains a true and complete statement of all d ppins, profit, and and ibcome coming custody of contro! 
management duri the year for which the return is made; that ene. under the Income-tax Law of 


ng 
October 3, 1913, to all the deductions entered or claimed Shercine thes oil eortidenses enum , presented by t! 
beneficiaries, are herewith inclosed; and there is contained therein a true and compl list of = tod a dresses of Ang 
ficiaries to whow any part of the amount stated on line 3 of the first page thereof has paid or is pa: 


Gween to and aubbseribed hefave wie C00 ...cccccnsccccscesse «= eoncavennesccenncecuviasienggn snemmabapeneipecsimeannenenineenssenmsenamaune 
(Signature of fiduciary.) 











i ee sancnnsiiieiiltsllagpictediia 
AOORESS 
mm FULL. 
SEAL OF CAESARS CHORE SNARES S ERIN —lessti‘(‘“‘iOésS™C 
OFFICER 
TAKING 
AFFIDAVET. 

















AFFIDAVIT TO BE EXECUTED WHERE FIDUCIARY IS AN ORGANIZATION. 








I solemnly swear (or affirm) that I am the ............ 22... 2s.2-ecceeceeceneseeeee 06 G8 cemccttibimereeeoteiiteircitt 
(State oficial position.) (State name of fiduciary Organization.) 
OF ......~c.scscestgiennimsnmatinmteimounsnies , which organization is the duly authorized or appointed .  .....--..--2o---000-------0-e0-n-s-00--+ 
(Address in full.) “Giate whether trastee, executor, etc.) 
for the beneficiaries of the estate or trust of ;. that lam 





duly authorized to act for said fiduciary; that the foregoi yy knowledge and belief, contains a true and complete 
statement of all all gains, profite, and income coming ry ye trol and management of said ization in ite fiduciary 
capacity as stated duri pie oe for which the return amine # tak oni J erotciaricn are Setitied under the Federal Income-tax see 

















of October 8, 1913, to al uctions entered or claimed therein; that all certificates poodrny personal exemption, presented be 
he beneficiaries, are herewith t inclosed; and there is contained therein a true and plete list of the names and addresses of a! 
beneSclariee to shew any part of the amount stated on line 3 of the frst page thareed ben len paid or lo papebte 
Sworn to and subscribed before me this ..............-...... —_ — 
(Signature of officer repreecuting iduciary.) 
GAPE wecccentnnsccscenseccswignveccmny in RN i IRN 
ADORESS 
1N FULL 
ee eee ee ome 
OFFICER 
TAKING 
AFFIDAVIT. ‘ aay 
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INSTRUCTIONS. 


1. Fiduciaries shall, when the annual interest of any benefi- 
ciary in income accruing and psyable through said fiduciary is 
in excess of $3,000, make and render a return on this form of such 
income of the person or persons for whom they act, to the Collector 
jof Internal Revenue of the district in which the fiduciary re- 
aides. The return shall be made as provided herein, whether 
the income is distributed or not. See Treasury Decision 1906. 


2. The list return required from fiduciari lati 
stdnd te Seeeey Dados 1608 honed Norenber th, 913, chal 
be made on page 1 of this return, giving thereon the name of 
beneficiary of the trust or estate, the amount of income paid or 
accrued to each beneficiary, the amouxt of exemption claimed 
by each beneficiary, if any, the amount of income on which fidu- 
ciary is liable for tax, and the amount of income withheld for tax. 

3. Where several individuals act jointly in a fiduciary capacity, 
when this return is required it may be made and executed by 
eae of two or more. Wher the fiduciary is an organization it 
shall be signed and executed by the President, Secretary, or 
‘Treasurer of mid organization. 

4. This return shall be filed with the Collector of Internal 
Revenue for the district in which the fiduciary resides if he has 
no other place of business, otherwise in the district in which he 
has his principal place of business. 

5. This return must be filed on or before the first day of March 
succeeding the close of the calendar year for which return is 
made. 





6. The penalty for failure to file ‘the return within the time 
specified by law is $20 to $1,000. In case of refusal or neglect to 
render the return within the required time (except in case of 
sickness or absence) 50 per cent shall be added to amount of tax 
assessed. In case of faise or fraudulent return 100 pér cent 
shall be added to such tax and a fine not exceeding $2,000 
or imprisonment not exceeding one year or both may be 
im posed. 

7. When the return is not filed within the required time by 
reason of sickness or absence of the fiduciary, an extension of 
time not exceeding 30 days from March 1, within which to file 
such return may be granted by the Collector, provided an appli- 
cation therefor is made by the fiduciary within the period for 
which such extension is desired. 

8. This return properly filled out must be made under oath. or 
affirmation. Affidavits may be made before any officer author- 
ized by law to administer oaths. If before a justice of the peace 
or magistrate, not using a seal, a certificate of the clerk of the 
court as to the authority of such officer to administer oaths should 
be attached to the return. 

The following Instructions, so far as applicable, are to 
be considered by the fiduciary in determining the amount 
of income coming Into his custody or control and man- 
agement which should be reported in this return on page 
2, and the deductions which should be reported on page 3. 


9. Expense for medical attendance, store accounts, family 
supplies, wages of domestic servants, cost of board, room, or 
house rent for family or personal use, are not expenses that can 
be deducted from gross income. In case an individual owns his 
own residence he can not deduct the estimated value of his rent, 
neither shall he be required to include such estimated rental of 
his home as income. 





10. The farmer, in computiag the net income from his farm for 
his annual return, shall include all moneys received for produce 
and animals sold, and for the wool and hides of animals slaugh- 
tered, provided such wool and hidee are sold, and he shall deduct 
therefrom the sums actually paid as purchase money for the ani- 
mals sold or slaughtered during the year. 

When animals are raised by the owner and: are sold or slaugh- 
tered, he shall not deduct their value as expenses or lows. He 
may deduct the amount of money actually paid as expense for 
producing any farm products, live stock, etc. In deducting 
expenses for repairs on farm property the amount deducted must 
not exceed the amount actually expended for such repairs during 
the year for which the return is made. (See page 3, item 6.) 
The cost of replacing tools or hinery is a deductible expense 
to the extent that the cqst of the new articles does not exceed the 
value of the old. 


11. In calculating losses, only such losses as shall have beea 
actually sustained and the amount of which has been definitely 
ascertained during the year covered by the return can be 
deducted. 


12. Persons receiving fees or emoluments -for professional or 
other services, as in the case of physicians or lawyers, should 
include all actual receipts for services rendered in the year for 
which the return is made, together with all unpaid accounts, 
charges for services, or contingent incoye due for that year, if 
good and collectible. 

13. Debts which were contracted during the year for which 
return is made, but found in said year to be worthless, may be 
deducted from gross income for said year, but such debts can not 
be regarded as worthless until after legal proceedings to recover 
the same have proved fruitless, or it clearly appears that the 
debtor is insolvent. If debts due to the taxpayer and contracted 
prior to-the year for which return is made were included as in- 
come in return for year in which said debts were contracted, and 
such debts shall subsequently prove to be worthless, they may 
be deducted under the head of locses in the return for the year 
in which such debts were charged off as worthless. 

4. Amounts due or accrued to the individual members of a 
partnership from the net earnings of the partnership, whether 
apportioned and distributed or not, shall be tncluded in the 
annual return of the individual. 


‘15. United States pensions shall be included as income. 
16, Estimated advance in value of real estate is not required 
to be reported as income, unless the increased value is taken up 
on the books of the individual as an increase of assets. 


17. Costs of suite and- other legal Proceedings arising from 
ordinary business may be treated as an exp of such b 

and may be deducted from gross income for the year in which 
such costs were paid. 

18. An unmarried individual or a married individual not 
living with wife or husband ghall be allowed an exemption of 
$3,000. When husband and wife live together they shall be 
allowed jointly a total exemption of only $4,000 on their aggre- 
gate income. 

19. In computing net income there should be excluded the 
compensation of all officers and employees of a State or any 











* political subdivision thereof, except when such compensation is 


paid by the United States Government. 02-7374 
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Geom S005. UNITED. STATES INTERNAL REVENUE. 


MONTHLY LIST RETURN OF AMOUNT OF NORMAL INCOME TAX WITHHELD ON FOREIGN.INCOME 


BY LICENSED BANKS OR COLLECTING AGENCIES. 
Filed by License No. 


(Meme of tant or collecting agency ) 
To be made in duplicate to the Collector of Internal Revenue for the District in which the licensee is located, on or before the 20th day of each 
munth, showing the names and addresses of persons who have received payments from coupons, checks, or bills of exchange interest, 
upon bonds issued in foreign countries ee eee upon the 
stock or interest upon the obligations of foreign engaged in business in foreign countries, on 
: windy Go nataadl tes o8.5 gorenab ban tun &etngeh ead ane aneias Gegeetng aah, 

















I (we), . of 
(lame) (Sumo etd rem tm felt) 


i the veal ; of the above-named bank or collecting agency located at —o . 
do sulemnly swear (or affirm) that the following is a true and complete return of all payments as above described, made by said bank or collecting 
agency, and from which the normal tax of 1 per cent was deducted and withheld at the time of payment, or for which it is liable as withholding. 
sgent, during the month of 191 , and there are herewith inolosed all certificates claiming exemption which were 


presented with said coupons, checks, etc. 
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Form i4. 


UNITED STATES INTERNAL REVENUE 


MONTHLY LIST RETURN OF AMOUNT OF NORMAL INCOME TAX WITHHELD BY FIRST BANK OR COLLECTING AGENCY 


RECEIVING COUPONS AND INTEREST ORDERS NOT ACCOMPANIED BY CERTIFICATES OF OWNERS. 


Filed by 





of Denk or cullecting ageamy.) 


To be made in duplicate to the Collector of Internal Revenue for the District in which the collecting agency is located, on or before the 20th 
day of each month, showing the names and addresses of persons who have received payments of interest upon bonds and mortgages, or deeds of trust, 
or other similar obligations of corporations, joint-stock companies or associations, aad insurance companies, on which the normal tax of 1 per cent 
has been deducted and withheld during the preceding month, the coupon and interest orders for said payments having been presented without 
certificates of owners. 


I (we ——— - spateeeneremmenanneaeas canner <intthigimabimsiaienwnes 
Name) Scace addres te fil 





the —_— 7 —— . _ eatin inten ED sensisien " 

MBcr0) poritaon (Meme of Dank oF collecting agency ) (Addrem we full) 
do solemnly swear (or affirm) that the following is a true and complete return of all coupon and interest orders purchased or accepted for collection 
as above described during the month of .... . _.___. __.__....._-., 191, and the said bank or collecting agency, having acknowledged 
its responsibility of withholding therefrom the normal tax of 1 per ceat, has deducted and withheld the tax as listed below, in accordance with the 
regulations of the Treasury Department 


"tam same Gad eddrems of Gobtar organiation) 
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Amount of tax remitted herewith (if any) to Collector Ee = ae TC a EE oe | a 
eee ea . ' 
SP sn ea en Sworn to and subscribed before me this | Signed 
Collector. 
enanmatitnigy TD aceptinnnniveteninnnenas carenastontints GUE siticcmascsitninaninnny 20 | a a ee a Ie 
See aati Soe a ici iMRI! i Ta ct 








Norse A.—Withbolding agents my. if they so desire, pay at the time this list is Gled, to the Collector of Loternal Revenue with whom the list is filed, the amount of tax withheld 
during the month for which the list ie made 278 
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Students’ Department 
Epitep By SEYMOUR WALTON, Cuicaco, ILL. 


One of the most difficult things for many persons to understand is 
the relation of cash income or outgo to the accounting principles involved 
in any particular case. It is hard for them to get away from the con- 
sideration of the cash movement alone, even to the extent of determining 
the profit or loss from the standpoint of the available cash to be dis- 
tributed. This is well illustrated in an answer that is frequently given 
to the following very simple problem. 

Bilsom and Marley are partners, sharing profits and losses equally. 
The partnership is dissolved December 31, 1907, at wk -h time Bilsom’s 
capital investment is $10,000, and Marley’s $2,500. The total liabilities 
of the firm are $25,000, which includes $5,000 due Bilsom on loan account 
and $2,500 due Marley on loan account. The whole of the assets of the 
firm are disposed of for $30,000 cash on May 1, 1908. Prepare accounts 
closing the partnership and show the position in which the partners stand 
to each other. No allowance for interest is required. 

Looking at it entirely from the viewpoint of the money to be disbursed, 
it is more often than not answered in this way: 


Fete Cee IO aoa chniniascnussnee den seakvanuts dance $30,000.00 
Oe eS rrr rer rrr rer ree ee re te 17,500.00 
Remainder belonging to partmers ..........cccccscccccccccess $12,500.00 
UE NE EEE Since ccdcctsbescecatesidndickhabenn $5,000.00 

I NE Gib bb nh co thd ncdnunsdcackomeanae 2,500.00 7,500.00 





Cash balance to be distributed to capital ...................- $ 5,000.00 


This cash is then given to the partners in the proportion of their 
original capitals, Bilsom 4-5 or $4,000 and Marley 1-5 or $1,000. This 
leaves Bilsom with a balance in his capital account of $6,000, and Marley 
with $1,000, and there the answer usually stops. Sometimes the accounts 
of the partners are closed by charging Bilsom with a loss of $6,000 and 
Marley with a loss of $1,000, in spite of the fact that the problem ex- 
plicitly states that profits and losses are shared equally. 

This method of looking at the cash only is probably a survival of the 
old idea of receipts and disbursements as a proper statement of business 
transactions. Having so much money to dispose of, the first idea is to 
disburse it in the way that seems most lobical from the information that 
is then apparently available. As there is no more money with which to 
pay the capital of the partners, the condition of their accounts must 
necessarily be correct. 

Of course, the flaw in this reasoning is that the distribution of the 
money does not determine the condition of the partners’ capital accounts, 
but that the condition of the partners’ capital accounts determines the dis- 
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tribution of the money. That is, the accounting principle must first be 
applied of closing the profit and loss account into the capital accounts and 
then of making the distribution of the money on the basis of the capital 
accounts as they stand at that time. Without taking the space for an 
extended formal answer, it is plain that the liquidating loss is $7,500. 
Charging this equally to the partners will leave Bilsom with a credit 
balance of $6,250 in his capital account, while Marley’s capital would 
be overdrawn $1,250, to represent the last $5,000 to be distributed. When 
this condition became apparent, Bilsom would undoubtedly be justified 
in claiming that Marley should transfer $1,250 from his loan to his 
capital account to cover the deficiency. The rule that loans from part- 
ners take precedence of their capital accounts in liquidation would be 
modified by Bilsom’s right to demand a set-off to protect his interests. 
He could allow Marley to draw out his whole loan and then repay the 
shortage in his capital; but there would be no use in doing this, even if 
there were no danger that Marley would refuse to do it on one pretext 
or another. The proper distribution of the $12,500.00 left after paying 
the outside creditors would be: 


I cs i Oe i avin eaee nw een $ 5,000.00 
I A I a. i a cicnly Sneed dns! sn enwisele nahh Sanwa eaee’ 6,250.00 
ois 6a wis fa LOINC NE Ad SOW EREK EOE Ree aE 1,250.00 

$12,500.00 


It may seem to some that this is too simple a matter to require any 
serious thought, and that only beginners in accountancy could make such 
a mistake. So deep-rooted is the habit of treating with the money only 
that it is safe to say that if this question were given in a C. P. A. ex- 
amination a good proportion of the answers would be in accordance with 
that view of it. 


WHEN CoNFUSION ARISES 


A similar confusion arises from the inability of many persons, in- 
cluding some accountants who ought to be better able to discriminate, to 
see the distinction between a financial requirement to pay for something 
out of profits and the accounting principle of charging the amount against 
profits. The accounting principle must govern in every case. The 
financial requirement has nothing to do with determining whether any part 
of the amount or the whole of it is to be charged against revenue. This 
point is clearly illustrated in a problem given in one of the Illinois ex- 
aminations. It is not necesary to give the problem in full here, as the 
other principles involved in it are not pertinent to our present subject. It 
is sufficient to say that a cemetery association, after having developed its 
property, “commences selling burial lots, and all lots are sold under a 
special provision whereby the company agrees to apply fifty per cent of 
all cash received on sales in the purchase of 4% bonds, until a total of 
$150,000 of such bonds shall have been so purchased. The agreement 
further provides that after all lots have been sold the company will 
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wind up its affairs, and the above bonds, amounting to $150,000, shall be 
given to the city, which shall use the income of such bonds for keeping up 
the cemetery.” At the time the statement is called for by the problem, 
three-quarters of the lots had been sold for $350,000 cash, bonds to the 
amount of $125,000 had been bought and were on hand, and there was 
more than enough money in bank to buy the other $25,000. It is agreed 
that the remaining one-quarter of the lots are “of equally desirable 
character with those already sold.” 

In this case there is no doubt as to the financial requirement— 
$150,000 of the $350,000 realized from lot sales must be used to purchase 
bonds. It is also true that the whole $150,000 of the bonds must eventually 
be charged off against the profits, since their gift to the city will mean a 
complete loss or expense to the enterprise. Because the agreement re- 
quires that all the bonds must be bought out of the first $300,000 realized 
from the sales, the conclusion is reached by most of those who answer this 
problem that the entire $150,000 must be at once charged against the 
profits. This view is taken in an answer that has been published. The 
truth of the matter is that the financial requirement has nothing whatever 
to do with the accounting principle governing the amount to be charged 
off. 

In the first place, the agreement is not made with the city. It is 
made with the lot owners. In consideration of a certain amount paid for 
each lot the cemetery association obligates itself to provide for perpetual 
care of the lot. As $150,000 is considered large enough to provide an in- 
come sufficient to care for all the lots, the sale price of which will 
eventually be $466,666.67, it has evidently been calculated that 31% of the 
price of each lot will be set aside to provide pereptual care for that lot. 
Therefore, 69% of the price of each lot is to be credited to Lot Sales, 
and 31% must be cridited to Perpetual Care Reserve. This is the account- 
ing principle, and it must be carried out at the time of each sale, without 
any regard whatever to the means that may be devised to ensure that the 
perpetual care will always be given to the lots. There might have been 
any one of several financial expedients adopted. The purchase of the 
bonds might have been deferred until the last lot was sold. The bonds 
might have been put in the hands of a trust company, or in those of an 
individual trustee, or there might not have been any bonds deposited 
with any one, if the association had concluded to continue in the manage- 
ment of the property, expecting that it could make enough out of the 
product of its greenhouses to provide for the care of all the lots and also 
for a small profit besides. That it agreed to buy the bonds out of the 
first two-thirds of its gross income and to constitute the city as its trustee 
in carrying out the obligation to the lot owners, is merely a detail of the 
financial arrangement that it happened to adopt. As three-quarters of 
the lots had been sold, three-quarters of the reserve should have been 
set up, or $112,500, which is the amount now chargeable against the lot 
sales, and not $150,000. Charging the latter amount would make three- 
quarters of the lots stand the cost of caring for all of them. 
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Grvinc Correct NAMES 


Incidentially it may be remarked that the published solution referred 
to is in error in calling the bonds a sinking fund, instead of giving the 
fund its correct name of Perpetual Care Fund. A sinking fund is a 
financial arrangement to secure the prompt payment of an obligation 
maturing in the future. When the obligation matures the sinking fund 
is used to pay it off, and both the sinking fund and the obligation dis- 
appear from the accounts, having cancelled each other. This fund has 
no such function. It never disappears, but remains in the possession of 
the city forever, only the income being used to carry out the purpose for 
which the fund was established. Another difference is that the income 
from a sinking fund is usually, if not always, retained in the fund and 
re-invested. 

Again, the reserve that is set up is not a reserve for bonds, still less 
is it a sinking fund reserve, as the author quoted above calls it. The 
reserve was not set up to buy bonds, but it was set up for the purpose of 
providing for the perpetual care of the lots, and is the measure of the 
cost of that care. Therefore, it is a perpetual care reserve, and the 
placing of certain bonds in the fund is only an expression of the means 
adopted to provide for the care. 

It may be said that these are exceedingly fine distinctions, and that it 
does not make much difference what names are given to the fund and the 
reserve, since the ultimate result is the same; the bonds are given to the 
city and the reserve is charged against the profits of the enterprise. But 
if accountancy is to rank as a learned profession, as it certainly should 
do, it will be because accountants themselves have a clear idea of the 
real meaning of the terms they use, and are able to give a scientific and 
logical reason for the way they use them. It may well be asked how the 
student is to learn correct methods when accountants themselves are as 
careless as many of the former are. At least we will hope that it is 
carelessness and not lack of scientific thought on their part 

The same confusion is apparent in the way in which the legal and 
accounting right to declare a dividend is denied because of a financial 
inability to pay the dividend in cash. This often leads to the statement 
that certain profits, arising outside of the routine operations of a company 
must not be credited to the ordinary surplus, but must be put into an 
account variously designated as Special Reserve, Special Surplus, Perma- 
nent Surplus, or Capital Surplus. The latter term is a favorite with some 
persons, who seem to forget that surplus is really surplus capital, and 
that, therefore, the full name of their favorite account should be Capital 
Surplus Capital. 

The accounting principle governing the declaration of a dividend is 
that it must be based on profits actually made. This means that proper 
provision must have been made for a reasonable amount of depreciation 
and for losses from bad debts, and that all accrued expenses must have 
been put on the books, and that all other precautions have been taken 
in regard to inventories, consignments, etc. to prevent an overstatement 


160 











a eae Ne see 











— atone eee ny 


<1 DORI ~naee 





Students’ Department 


of the profits. When the profits have been thus ascertained, the whole 
of them are available for dividends, both from a legal and an accounting 
viewpoint. 


MATTER OF UNREALIZED PROFITS 


While it is true that an unrealized profit must not be allowed to swell 
the earning power and the assets of a business, it is equally true that 
a profit that has been realized and that has added real value to the 
business should be given expression in the account, although it arose from 
something not strictly in the line of the regular operations of the busi- 
ness. The actual sale of a fixed asset, such as land, for a price greater 
than its cost, would be a real profit, and there is no reason for treating 
it as anything else, simply because it was not part of the regular business 
of the company to sell land. Care must always be exercised that such 
profits are not allowed to appear as operating profits due to the conduct 
of the business, and that they are not included in any statement of the 
average profits of the business as a business . But if they are real profits 
they form just as legitimate an element of the surplus as do the profits 
arising from operation. 

Those accountants who advise that such accidental or sporadic profits 
should not be credited to the regular surplus account, but should be put 
into some special account where it will not be available for dividends 
fail to say what advantage is to be gained by such a treatment of them. 
If the profits thus set apart are considered to be of such a peculiar nature 
that they are not under the control of the board of directors for pur- 
poses of dividends, they are clearly wrong, for dividends can be declared 
out of any unimpaired surplus, however it arose. It is sometimes recom- 
mended that the special reserve be charged with future depreciation, but 
those who take this view do not seem to realize that this is treating it 
as a real profit, only that it is spread over future years instead of ap- 
pearing in the year in which it was made. The relieving of future years 
of the necessity for providing for the expense of depreciation is exactly 
equivalent to giving those years a share of the profit to which they are 
not entitled, with the added disadvantage of distributing their record 
of operating profit and loss by the elimination of the depreciation element, 
thus causing them to make a proportionately better showing than the 
previous years, which bore their proper share of the burden of deprecia- 
tion. 

The conclusion seems irresistible that, if a profit is legitimate and real, 
it belongs in the surplus account, however it may have originated. If 
the profit is not real, it has no place on the books at all. In the case of 
a conditional profit, such as when land is donated to a factory under con- 
ditions requiring a number of years for their fulfillment, it may be ex- 
pressed in the accounts by crediting it to an account that specificially shows 
its unrealized character, such as “Contingent Profit on Land.” There 
would be no danger of mistaking an account thus designated for a real 
profit, as long as the contingency remained. 

Mr. Montgomery says: “It may be that a profit has been realized on 
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a sale of a portion of the fixed assets of a concern. Legally this profit 
may be carried to surplus and distributed as a dividend, but such a course 
is apt to create a false impression on stockholders. It is much better to 
carry such an item to an account whose caption indicates the character 
of the entries therein, and which may be carried on a balance sheet as a 
separate section of the surplus account. Under such circumstances it 
will not appear to be applicable to dividend distributions and can be held 
as a contingent reserve against possible losses on other capital adjust- 
ments.” 

This seems to imply that the directors would declare a dividend out 
of such profits and make it appear that it arose from the regular opera- 
tions of the business. This would be open to such serious objections that 
it should certainly be prevented, if possible. If, however, it was made 
clear to the stockholders that the dividend was an extra one, made pos- 
sible by an accidental profit, not likely to be repeated, there seems no 
reason for depriving the stockholders of the enjoyment of it. After all, 
it is a matter for the directors to decide, and it would be very unwise 
of them to deceive the stockholders as to the source of the dividend, and 
thus lay up for themselves trouble in the future, when similar dividends 
would not be forthcoming. It would be extremely reprehensible in an 
auditor if he should so state the accounts as to lead to the impression 
that the dividend was based on the ordinary operating profit. But if this 
point is clear, the advisability of paying a dividend is entirely a question 
of financiering, and approaches an accounting principle only to the extent 
that the necessity for providing an adequate working capital may be called 
a principle. Even as to that point the directors are supposed to be the 
best judges. 

As to providing a “contingent reserve against possible losses on other 
capital adjustments,” the question is pertinent, why make these possible 
adjustments contingent on sporadic profits? If they are likely to occur 
they should be provided against, in any event, by regular charges against 
revenue and credits to a reserve for contingencies. It would be very 
unwise for a telephone company or an electric railway company having 
overhead wires to postpone the establishment of a reserve for such con- 
tingencies as a sleet storm until, by some lucky accident, they had made 
an unexpected profit outside of their operations, with which to set up 
the reserve. Having adopted the principle of establishing such a reserve 
as part of their operating cost, they do not need to credit it with an 
accidental profit, and should not do so, if they intend to relieve future 
years of the burden of providing their share of the contingent risk, and 
thus throw their operating statements out of harmony with previous years. 

The sum of the whole matter is that, as we have said, the accounting 
principle governing the declaration of a dividend is the existence of 
clearly legitimate profits sufficient to cover it. The wisdom of declaring 
it is entirely a matter for the decision of the directors, with whom the 
financial consideration will naturally have great weight. They can refuse 
to declare it at all, if they think the money can be better used as work- 
ing capital, or they can declare a scrip or a stock dividend. The point 
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is, that in making this decision, they are influenced entirely by financial 
considerations and not by accounting principles. 

The only way in which a special or permanent reserve or surplus can 
be established from which the directors cannot declare dividends, is for 
the stockholders to establish it, to be subject to their control alone. This 
they can do with contributed surplus, paid in with the capital, or with 
any accidental profits that may be made, or by setting apart any portion 
of the profits made out of regular operations. For a board of directors 
to set up such a special reserve would have no binding effect whatever, 
since the next board, or for that matter, the same board may at any time 
rescind the action and transfer the reserve to surplus, where it would be 
available for dividends. 
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Announcements 


Michigan Association of Certified Public Accountants 


At 4 meeting of the Michigan Association of Certified Public Ac- 
countants held January 14th the following officers were elected for the 
ensuing year: President, Frederick Wixson; vice-president, George C. 
Brown; secretary, David Smith; treasurer, W. D. Bonthron. 


Ernst & Ernst, certified public accountants, announce the establish- 
ment of a St. Louis office, at 1537-38-39, 300 Broadway, Corner Olive 
Street. 


William Gray, C.A., (Scot.) has been admitted as a partner in the 
firm of Laing & Turner, Winnipeg, Regina. 


Messrs. Touche, Niven & Co., 30 Broad Street, New York, have 
opened a Chicago branch with C. R. Whitworth, A.C.A., C.P.A. as resi- 
dent manager. Their other branches are Minneapolis, London, Montreal, 
Toronto, Winnipeg, Vancouver, Batavia and Surabaya, Java. 





Ernest H. Dale, certified public accountant, announces that he has 
opened an office at 903-904 Bailey Building, Philadelphia. 











